
UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON, D.C. 20523 

PROJECT PAPER AMENDMENT 

Project No. 263-0038 

July 1982 

EGYPT - CAIRO WATER SYSTEM 



DOCUMENT 
CODE 

3 

AOLNCY FOR INTERNATIONAL OXVELOCHUNT , E!sAmloN a D L  

1 I 

-0 r e h a b i l i t a t e  and expand the  Rod E l  Farag Water Treatment P lant  t o  

I permit maximum production a t  t ha t  s i te,  thereby increasing s i g n i f i c a n t l y  
Cairo's potable water supply and a l l e v i a t i n g ,  to a great e x t e n t ,  the 

I 
projected shortage of potable water i n  Cairo i n  the mid 1980's. 1 

- _C 

- * e  r .  PROJECT DATA SliEET 

826 

I 1 
14. SClfFDULED EVALUATIONS I 15. SOURCE/OMGtN OF GOODS AND SERVEES 

A * A J I  Amendment Numb- 
c - ~ h a ~ l d t  

2. CCXJ,u? R Y /L\T K Y / 3. PROJECT X W B E R  - 
EgyP t r263-0038 3 

I?. SPECIAL COYCERNS CODES (ntaimrrn 7 codes of 4 positions each) 

I I I I I E. .\mount 

aud YY NM W, MM YY 
l a t a m  

I / 01 81 81 41 1 01 1) 81 01 tid 1 01 31 81 61 I IL'~ 0 94.1 0 ~.ul OO=(SP,.~~I 

Is. U m M L N T S / X A T L r R E  OF CXANGE PROPOSED (7Xb b pqlr 1 of a 3 7 pa## PP Ammdmm~) 

*. D = 1)cfetc 
2 

--- 
4. LVREXU,Ot  tICE 

---- KE EolI] 

! 3. PROJECT PURPOSE (mazimum JJO c h s t m )  . 
91400 

The projec t  is  being amended t o  provide add i t iona l  funding f o r  the U.S. cont rac tor  t o  
construct  t h i s  l a rge  water treatment F a c i l i t y  and f o r  a  U.S. management consul tan t ' s  
cont rac t .  

5. PROJECT I ITLE (tnur~.nrrq,&I chmartmj 

- Cairo Water Supply 

IBDATE D O C W T  RECEIVE& 
IN ~ I W ,  OR FOR A m p  ~ 7 : -  

17. APPROVED MEfUTS, DATE OF DISTRIBLTlGh 
(l).tc S i c d  

- 
BEST AVAILABLE COPY 

6 PHC';ECT \SSAS:AVCE COMPLETIOS U A r E  (PACD) 7. ESTLMATED IIATE OF O B U  CATION 
3 

I ( L ; d a r  't).' below, enrrr 1. 2. J ,  or 4) 

I DD YY 

- 1 Oi $ 1  31 01 81 61 I t~ Initid FY B. C .  F~PA FY ~~~ 
- s. c o s ~ s  ( $000 OR CQL'IV;\LENT $1  = 0 . 8 3  1 

.L FUNDISC SOL'RCE 
FIRST FY 7 7 1 LIFE OF PROJECT - 

I 

- 0. FS C L/C D. Total ! E FX 

.4Ci Apprnpnatcd T a d  30000 30000 91400 -- 
1 G ~ I I : ,  ( ) L ) t 1 ( 61400 J 

F. L/C 

( 

i 1 

G. TOM 

91400 
( 61400 1 
( 30000 1 

- 
( L u n r  ~- -- (30000 1 i 

48465 

(30000 1 
Other 

48465 

( 30000 
1. 

I7.S 2 
I 

T O T A L  S i 30000 

H~N. Gunuy -- 
Other Donor(r) 

30000 I 139865 91400 
9. SCHEDULE OF :\ID FUNDING ($000) 

48465  

-A. APPR" PKIMARY 
PRL4TmY PL'W@SE 7. 

I C0L)E 

F. LIFE OF PROJECI' 

I .  Grant / ?. 1 ~ ) a n  

\4)  1 j 

C PREMARY 
TECK COCE 

. 
1 . ~ r m t i 2 .  Lour 

61400 

I 

30600 

I E MlOLNT MPROVED D. OBLIGATIONS TO DATE , 
tll S;i ! 729 , 

t2) 

(? ,  1 i 

54 5 

T O T A L S  I 31000 1 jO000 1 30400 1 I 61400 

3C400 
1. Grant 

31000 

30000 

?. Loan 

30000 

TiiIS ACTION 

LO. SECO.\PARY TECIINIGU. CODES (murvnma 6 codts  o j 3  ponhonr each] ( 11. SECONDARY PURPOSE CODE 

I 1. Grant 2. Loan 



Table of  Contents 

EYPT: CAIRO WATER SUPPLY 

Page 

SUMMARY AND RECCMMENDATIONS 

I. INTRODUCTION 

BACKGROUND 

A. General 
B. Engineers Estimate and Low Bid 

Comparison 
C. S m r y  and Conclusion 

111. THE PROJECT 

I V  . TECHNICAL ANALYSIS 

V. ENVIRONMENTAL ANALYSIS 

V I .  FINANCIAL PLAN AND ANALYSIS 

A. Funding Background 
B. Detailed Breakdown of Project  Funding 

Requirements 
C. Financial Analysis 
D. T a r i f f s  

V I I .  ECONOMIC ANALYSIS 

A. General 
B. Least Cost Analysis 

. C. The Project  

VIII . SOCIAL ANALYSIS 

IX. IMPLEMENTATION 

A. Contracting Procedures and Schedules 
B. Training 
C. Terminal Dates 
D. 611(e) Cer t i f ica t ion 

COmI TI ONS AND COVENANTS 

A. Recmendat  ion 
B. Covenants to  be Included i n  Grant 

Agreement Amendment 



ANNEXES 
TO 

EYPT: CAIR~WATER SUPPLY 

NO. OF 
PAGES - 

Grant Application 

Second Amendment to Project Authorization 

Section 611(e) Certification 

Statutory Checklist 

Cairo Cable 5462 dated March 4, 1982 

Near East Bureau Action Memo to 
the Administrator (3/22/82) 

Rod El Farag W.T.P. Cost Estimate Notes 

Rod El Farag W.T.P. Construction Schedule 



TABLES 
TO 

EGYPT: CAIRO-WATER SUPPLY 

4 .  Rod El Farag - Project Cost Estirnate (Revised) 
5. Rod El Farag - Sumnary Cost Estimate and Financial Plan (Revised) 
6. Rod El Farag - Projection of Expenditures by Year (Revised) 
7. Rod El Farag - Net Present Value of Investment (Revised) 



PROJECT PAPER AHENMUIENT EJC. 2 
ECYPT: CAIRO WATER SUPPLY 
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4. Tens 
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6. Purpose 

7. Total Project Cost : 

Government of the Arab Republic of 
Egypt (GOE) 
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To COE - Entire amount as a grant. To 
the General Organization for Greater 
Cairo Water Supply - $2?.9 million to 
be relent on terns. subject to AID 
approval; $2.5 million to be regranted. 

A. Rehabilitation and expansion of 
the Rod El Farag Water Treatment 
Plant to increase production 
capacity. by 450,000 cu m/d while 
ensuring continuation of current 
production capacity of about 
200,000 cu m/d; 

B. Laying of six h of transmission 
line; and 

C. Training of GCGCWS personnel. 

To increase the quantity and quality of 
potable water for Cairo. The expansion 
proposed by this project would increase 
the filtered water production of the 
Greater Cairo Water System by 450,000 
cu m/d. 

Total cost of the project, both foreign 
exchange and local, is estimated at 
$139.9 million. Tne foreign exchange 
canponent is estimated at $91.4 
million. The GOE will provide the 
$48.5 million equivalent balance in 
local currency. 
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I. INTRODUCTION 

1.01 In 1981 A I D  approved an  a d d i t i o c a l  $31.0 mi l l i on  g ran t  f o r  
t'ce Cairo Water P ro j ec t  br inging t h e  t o t a l  p ro j ec t  fundi~p to  $51.0 
mil l ion*.  Tne b a s i s  f o r  t h i s  a d d i t i o n a l  funding was t h e  p ro j ec t  
consu l t an t ' s ,  ES-Parsons', c o s t  estimte. Subsequent t o  A I D ' S  
approval o f  t h i s  a d d i t i o n a l  funding s e v e r a l  occurences have l e d  t o  
t he  requirement f o r  t iddi t ional  funding t o  perni t  conipletion of' t h i s  
i npo r t an t  p ro j ec t  . P.e GOE 's letter reques t ing  t h i s  a d d i t i o n a l  
funding is included as  An~ex  A .  

* This includes $1.3 mi l l i on  expended f o r  t h e  U.S. engineer ing  
design services on the  terminated metered house connections element. 



11. EACKGROUND 

A. General 

2.01 On August 27, 1981 AID approved an addi t ional  $31.0 mill ion 
grant t o  f'und the  l a rge r  Rod E l  Farag Water Treatment Plant. A t  
t h a t  time prequalif ied U.S. construction contrzctors  were i n  the  
process of put t ing together t h e i r  bids for  the  construction of  the  
treatment plant. Bids were received on November 15, 1981 f r o m  two 
consort ia of U.S. contractors representing f ive  of the  e igh t  
prequalif ied firms. The low bidder, Paul N. Howard - Earbert 
Construct i o n 4  .A. Jones Construction (HRJ ) , tendered a bid of 
$97,185,000 and LE -l5,056,250 ( fo r  a t o t a l  equivalent of $114.7 
mill ion) * . The second bidder, Fischback and Moore-Onran 
Construction-H.B.Zachry, bid $100,706,100 and LE 40,764,920 ( t o t a l  
equivalent o f  $148.0 mill ion).  The project  consul tant ' s  March 1981 
estimate f o r  t h i s  construction was $49.641 mill ion and LE 34,715,900 
( t o t d l  equivalent of $90.0 mill ion using the  IFB s t a t ed  bid 
evdluation exchange rate of  $1.00 = LE 0.86**. The di f ference 
between the  low bid and ES-Parsons1 est imate is approximately $24.7 
mill ion equivalent. Using the current  o f f i c i a l  e x c m e  r a t e  of  
$1.00 = LE 0.83, t h i s  d i f ference is about one mill ion equivalent 
less, o r  $23.8 million. 

2.02 It is read i ly  apparent that both bidders placed a much higher 
percentage of construction cos t s  i n  do l l a r s  than did the  

. consul tant ls  estimate which was e s sen t i a l l y  a f i f t y - f i f t y  (50/50) 
s p l i t  between do l l a r s  and Egyptian Pounds. 

2.03 . After numerous communications between USAID and 
AIDflashington regarding the  l a rge  do l l a r  difference i n  the  project  
budget ($49.641 mil l ion)  and i n  the apparent low b id  ($97.185 
mil l ion) ,  it was concluded t ha t  the  do l l a r  amount i n  t he  low bid 
would have t o  be reduced subs tan t ia l ly  t o  merit fu r ther  
consideration f o r  A I D  financing. USAID rela ted that decision t o  the  
Chairman of GCGCWS asking t h a t  he determine from the GGF whether it 
had any basic problem with a possible s h i f t  of a subs tan t ia l  amount 
of do l l a r s  back t o  Ewptian pounds. Upon receipt  of  informal 
agreement from the  GOE t o  t h i s  general concept, USAID detemined 
f r o m  HFJ tha t  it was prepared t o  s M f t  a subs tan t ia l  amout  of  

* Based upon the  Ir"9 s ta ted  bid emlua t ion  exchange r a t e  of $1.0 = 
0.86 L.E. This t o t a l  equivalent a t  the  current  o f f i c i a l  rate of 
exc,hange ($1.0 = LE 0.83) is $ 115.3 million. 

** This $1.00 = LE 0.86 rate of exchange approximated the  p z r a l l e l  
market ,rate a t  t he  time the IFB docmefit was issued. 



dol la r  cos t s  back t o  Egyptian pounds. In ear ly  P l h  1982 USAID 
convened a meeting including GEM, HHJ and ES-Parsons fo r  the  
purpose of having HHJ present its new do l l a r  and LE figures. In  
that meeting HHJ agreed that it could reduce the. do l la r  amount from 
the $97.2 mill ion t o  $75.0 mill ion with an equivalent increase on 
t he  LE side.  This would make the new bid figures $75.0 mill ion 
do l la r s  and 34.1 mill ion Egyptian pounds ( a t  t h e  b id  document s ta ted  
r a t e  of exchange of LE 0.86 = $1.00). 

2.04 USAID in cable Cairo 5462 dated P ? c h  4 informed AID/W o f  
t h i s  new reduced do l l a r  figure, made recommendations on how t o  
proceed with the  project  and requested AID/W concurrence (see 
Annex El. 

2.05 The AID Administmtor on Pkrch 22 approved i n  pr inciple  the 
addi t ional ly  required f lmdhg up t o  the  $75.0 mill ion leve l  and 
authorized the  submission o f  th is  Project  Paper Amendment. The 
Administrator a l s o  authorized issuance o f  a l e t t e r  of i n t en t  t o  
award the contmct  t o  HHJ subject  t o  the  GCGCWS successfully 
concluding contract  negotiations with HHJ. AID/W concurrence ?was 
granted with the understanding that every attempt would be made 
during negotiat ions to reduce the project  costs. (See Annex F). 

2.06 Contmct negotiations cormnenced on April 21 i n  Cairo. We 
an t ic ipa te  tha t  negotiations w i l l  be concluded in late May 1982. 
Eased on these projections,  a new project  implementation schedule 
has been developed in Section 1X of t h i s  paper. 

Emineer l s  Estimate and Low Eid Comparison 

2.07 Since the  bid is a lump sum bid, it is not possible f o r  the  
project  consultant o r  USAID t o  determine precisely where the low bid 
d i f f e r s  fram the consultant 's estimate. However, HHJ bas been very 
cooperative i n  providing d e t a i l s  re la t ing  t o  how it formulated its 
bid. HHJ provided a do l la r  and Egyptian Pound breakdown of its 
redis t r ibuted cos t s  at  the $75.0 mill ion and E 34,125,350 leve ls  
(see Table 1) a s  a means of comparison with the consultant 's  
estimate. Caution must be exercised when comparing Table 1 with the 
consultant 's  estimate because each was prepared fmm en t i r e ly  
d i f fe ren t  formats. E?J prepared its b id  by ma lyz i ig  each element 
o f  the job ar,d developing the costs of materials ,  labor hours, 
equipnent ( includifig hours, o i l s ,  lubr icants  and spare par t s  ) , 
supervision, o f f i ce  engineering, transportatior!, taxes,  specia ls ,  
and overhead and prof i t .  The consultant, on the other h a ~ d ,  based 
its estimate on un i t  prices fo r  materials  m d  labor and added 
a rehead  and p ro f i t  t o  tha t  to ta l .  Therefore ccmpring l i n e  items 
i n  the  consultant 's estinsate and in HHJ1s b id  can lead t o  scme 
misconceptions. 



TABLE 1 

HOWARD-HARBERT-JONES 
BID PRICE BREAKWk'N 

MTAL EQUIVALEA! 
U. S. DOLLARS EGYPTIAN POUNDS U.S. DOLLARS** 

1. Mobilization 5,969,635 269,100 6,282,541 

2. Temporary Facilities 87,906 1,584,590 1,930,453 

3. Demolition 958,619 3 , 577 , 055 5,U7,985 

4. Earthwork and Shoring 6 , 324,373 3,267,102 10 , 123 , 329 
5. General Concrete . 11,715,552 8,682,400 21,811,366 

6. Cement* - 3 , 328 , 200 3,870,000 - 
7. Reinforcing Steel* - 3,453,700 4,015,930 

8. Piling 3,499,006 597,880 4,194,215 

9. Mechanical Equipment 10,703,243 719,947 11,540,391 

10. Pipe and Fittings 12,718,725 2,342,265 15,442,289 

11. Valves and Gates 3,419,843 216,475 3,671,558 

12. Filter Media* 450,000 o 450,000 

13. Electrical 6,879,630 1,158,740 8,227,002 

14. Instrumentation 2,490,744 211,250 2,736,384 

15. Architectural 526,188 230 , 315 793,996 

16. Paving - 145 , 350 401,570 

17. Miscellaneous Metals 1,678,839 1,497,950 3,420,060 

18. Landscaping and Site Work - 260,515 302,924 

19. 'Ihemal and Moisture 120,000 1,045,658 1,335,881 
Protection 

20. Painting 234,697 513,068 831,288 

21. Freight - U.S. b t t m  7,223,000 - 7,223,000 

22. All other Freight o 528,040 614,000 

23. Vnit Price Items 
TOTAL 

'ic These items i~clude material only delivered to jobsite. ** $1 .GO = U 0.86. 'his total equivalect figure would be $110,126,028 at the 
current official exchange rate of $1.00 = LE 0.83 



2.08 Table 2 on the following page presents a comparison between 
the engineer's estimate and the contractor's bid price breakdown. 
These line items were formulated in such a manner as to permit 
maximum possible comparison with the consultant's estimate. The 
contractor's equivalent dollar bid (at $1.00 = 'LE 0.86) is 
approximately twenty-seven (27 ) percent greater than the 
consultant's estimate. 



TABLE 2 

CDMPARISON BETWEN ENGINEER'S ESTIMATE AND 
CU u 

Item - 
Engineer's Estimate Contractor's Bid 
US Dollar Equivalent US Dollar Equivalent Deviations 

1. Earthwork, Demolition, 13,176,425 23,454,308 (a) 10,277,883 
Temporary Facilities, 
Salvage, Mobilization 

2. Concrete 27,873,000 33 ,891,511(b)* 6,018,511 

3. Mechanical Eiquipnent. 14,756,000 11,540,391 (3,215,609 

4. Pipes, Fittings, Valves 12,789,000 19,113,847(~) 6,324,847 

5. Filter Media 223,000 450,000** 227,000 

6. Electrical and 
Instrumentation 

7. Buildings, Architectural, 3,285,000 3,190,476(~) (94,524 
Misc . 

8. Miscellaneous Metals 4,918,000 3,420,060 (1,497,940: 

9. Painting 497,000 831,288 334,288 

10. Freight US Bottoms (f) 7,223,000 7,223,000 

11. All Other Freight (f) 614,000 614 000 
Total 90,008,425 @0.86114,692,267 B0.86 

91,467,506 @ 0.83 116,126,928 @ 0.83 

(a) Items 1, 2, 3, 4 from HHJ 's Bid Price Ereakdown, Table 1 
(b) Includes Items 5, 6, 7, 8 frcxn HHJ1s Bid Price Breakdown, Table 1 
(c) Included Items 10, 11 from HHJ1s Bid Price Breakdown, Table 1 
(dl Includes Items 13, 14 frcm HHJ 's Bid Price Breakdown, Table 1 
(e) Included Items 15, 16, 18, 19, 23 korn HHJ1s Bid Price Ereakdown, Table 1 
( f) Included in Items Above. 

* Includes freight on cement & rebar to jobsite. 
** Includes freight to jobsite. 
Note: The original conversion rate at time estimate has prepared was L.E. 0.70 = $1. 

Based upon this conversion rate the consultantls estbate included in the prev 
PP Amendment was about $99.2 million equivalent. 

BEST AVAILABLE COPY 



2.09 The significant deviations are in a) earthwork, deaolition, 
temporary facilities, salvage and mobilization, b) concrete, and c) 
pipes, fittings & valves. Shipping costs in excess of $7 million 
appear as a significant deviation in Table 2, however, it is not 
possible from the data to allocate the exact amount of the apparent 
deviation by line item. A detailed discussion regarding these and 
other deviations is presented below. 

a ) Earthwork, Demolition, Temporary Facilities , Salvape and 
Mobilization. An approximate breakdown of these items for 

. - -  

comparison follows : 

ES-Parsonst Contractor's 
Estimate Bid Breakdown Variance 

Mobilization - $1,000,000 $6,300,000 $5,300,000 

Demolition, Salvage and 4,300,000 7,000,000 2,700,000 
Temporary Facilities 

Earthwork and Shoring 7,800,000 10,100,000 2,300,000 

(1) The consultant estimated a mobilization of approximately 1% 
whereas the contractor included larger numbers because his approach 
to the project envisioned more front end costs including utilizing 
more expatriate personnel and shipping in new equipment and batch 
plants. The new equipnent and additional spare parts are being 
brought in to ensure the contractor's ability to work on schedule 
and to avoid delays for equipment repair or for lack of spare 
parts. ES-Parsons estimate was based on using local subcontractors 
( i. e. fewer expatriates and leasing all construction equipment 
locally. 

(2) As regards demolition costs ES-Parsons states, "Demolition 
on a project such as this without adequate 2s-built drawings and 
with risky adjacent structures can never be adequately estimated by 
unit quantities. mere is no quantative way to compare the estimate 
and the bid. In reviewing the contractor's concern with the 
foundations and adjacent structures and its need to include 
provisions for all contingencies, its bid number appears reasonable." 

(3) ES-Parsons estimates that HHJ included approximately one 
million dollars in its bid for hauling and storing salvage material 
to an off-site location. ES-Parsons' estimate assumed salvage 
mterial would be stored on-site at Rod El Farag. Rowever, 
subsequent to ES-Parsons' estimate in Parch 1981, the GCGCdS named 
an off-site location for such storage and disposal and requested 
special handling in rmval of salvage items. 



( 4 )  The diffsrence i n  the earthwork values again r e f l e c t s  the  
contractor ' s  concerns and approach. The consultant  included only 
about 4,700m2 fo r  s t ruc tu ra l  sheeting whereas the contractor is 
figuring 17,691 m2. ES-Parsons now states that i f  extensive 
sheeting is required t o  work the site, then the contractor ' s  
estimate may even f a l l  shor t  of actual  requirements. Another reason 
for  the  d i spar i ty  r e l a t e s  t o  the  contractor ' s  in ten t  t o  abandon the 
sheeting ra ther  than r i s k  damge t o  adjacent piping by m o v i n g  it 
from trenches and other excavated areas. 

b )  Concrete. The consultant expected all of  the cement and a major 
portion of the  rebar t o  be avai lable  l oca l ly  a t  subsidized pr ices  
and based its estimate on that assumption. The contractor has been 
unable to s e c e  l oca l  sources, and therefore plans to import a l l  
the cement and most of  the rebar. The contractor a l so  plans t o  
import canplete- batch p h t s  t o  assure qua l i ty  and timely 
ava i l ab i l i t y  of concrete. Obtaining cement through the WE has been 
discussed, however, the  GCGCWS is not ab le  t o  guarantee del iver ies .  

c )  Pipes, Valves, and Fi t t ings .  One of  the  most s ign i f ican t  
differences between the ES-Parsons estimate and the  contractor 's bid 
was i n  the pipes, valves and f i t t i ngs .  The estimate was based on 
m t e r i a l  cos t s  supplied by the  m u f a c t u r e r s  plus i n s t a l l a t i on  
costs. Eecause a deta i led take-off o f  the  pipes, valves a d  
fittings had been prepared, it was possible t o  review the estircate 
in d e t a i l  with respect t o  other experiences i n  E m t .  Costs f o r  
s imilar  s i ze s  of p ipes ,  f i t t i n g s  and valves were obtained from the 
Salhia Reclamation Project  currently being implemented i n  Egypt and 
with which ES-Parsons is involved. Using these values, a rnajority 
of the pipes, vdlves and f i t t i n g s  fo r  the Rod E l  Farag Project were 
re-estimated and a discrepancy tas found i n  the  or ig ina l  ES-Parsons 
e s t h t e .  In addit ion t o  the underestimated materials  costs ,  it was 
discovered that the  cos t s  fo r  sheeting,  excavating and dewatering 
t5e deep pipe had been l e f t  out of  the  or ig ina l  e s t i m t e  
altogether.  Applying these added costs (about $6.0 mill ion) to the 
or ig ina l  estimate brings the =Parsons estimate fo r  pipes, valves 
and f i t t i n g s  to $18,653,527 versus the contractor 's breakdown of 
$19 ,ll3,847. The ES-Parsons estimate is probably still low beczuse, 
the  i n s t a l l a t i on  costs  fo r  Rod El Farag were estimated by the  ES-2 
t o  be approximately 25 percent cf materials  costs. Even assuming 
the  use of Egyptivl labor t o  i n s t a l l  the U .S. equipnent , these costs  
would probably be higher thereby fur ther  closing the gap between the 
ES-Parsons estimate and the contractor 's  b id .  However, these 
numbers are r?ot en t i r e ly  comparable since the %Parsons estirrate 
includes both i n s t a l l a t i on  costs  (probably low) and shipping cos t s  
whereas the contractor 's  breakout includes i n s t a l l a t i on  but not 
shipping. 



d )  An overal l  conservative inf la t ion  factor  of 8 percent should now 
be applied to ES-Parsons1 estirnate to take in to  account the s i x  to 
eight-month difference between ES-Parsons' estimated construction 
mid-point (September 1983) and HHJ's e s t i ~ t e d  construction 
mid-point (probably April 1984 ) . 
e) HtW's overhead is larger  than that included i n  the consultant 's  
estimate because of HHJ9s  use of a greater number of expatr ia te  
personnel thvl anticipated by ES-Parsons. HHJ states tha t  it could 
not obtain firm quotes from Egyptian subcontractors and that its bid  
includes U.S. supervision of all major labor categories with some 
lead labor performed by expatriate persomel. The contractor f ee l s  
strongly that these expatr ia te  s ta f f ing  leve ls  are essent ia l  t o  
assure ample t  ing ' t h i s  complex construction e f f o r t  on schedule. 

f )  HHJ9s bid was based on purchase of a l l  cement i n  Spain with 
payment i n  Egyptian pounds, but with shipaent on U.S. flag vessels 
versus FSParsonsl estimate which assumed a l l  cement would be 
purchased in Egypt without shipping costs  or  duties.  HHJ1s  approach 
reflects its inabi l i ty  t o  confirm t h e  timely loca l  zva i l ab i l i t y  of 
cement i n  the quantity and qual i ty  required for  t h i s  construction 
effor t .  

g) HHJ1s costs  include providing a complete concrete batch plant 
and transit mix trucks ( t o  guarantee ava i lab i l i ty  of concrete f o r  
the construction schedule). Its costs  a l so  include leasing land for  
the batch plant along the Nile adjacent t o  the plant. WJ states 
that it could not obtain firm quotations from an Egyptian source, 
that it was concerned with maintaining qua l i ty  wi th  ready-mix 
cement, and tha t  it could not be assured of timely delivery due t o  
t r a f f i c  congestion. &Parsons assumed tha t  concrete would be 
supplied and transported by ready-mix trucks f m n  a loca l  supplier. 

h) HEJ'S sheeting costs are higher than those i n  the ES-Parsons 
estimate because WJ plans t o  use steel rather  than timber (assumed 
by ES-Parsons) . Also, HHJ plans to abandon much of the sheeting i n  
place in  res t r ic ted  areas inside the plant so a s  not t o  cause 
possible damage t o  operating water l ines.  

i) HHJ's bid is based on imported f i l t e r  media t o  guarantee meeting 
the specified f i l t e r i n g  rates while ES-Parsons1 estirrrate assumed 
local  purchase of f i l t e r  media. HHJ's states tha t  it bas unable to  
find sand in  Egypt which meets the f i l t e r  media specificaticns.  
ESParsons assumption of local ly  available sand was not based on 
firm evidence. 



j) Although it is not possible t o  determine what contingency 
(including r i s k )  factor  HHJ included i n  its bid, ES-Parsons believes 
that the  contractor ' s  perception of  its r i sks  a r e  greater  than 
ES-Parsonst and that this is ref lected i n  its bid. 

2.10 ES-Parsons has recently s ta ted  tha t  negotiations t o  date  
with HHJ have offered an opportunity t o  be t t e r  understand the 
contractor ' s  conception of and appmach t o  the  project  which fur ther  
a ids  in analyzing differences between ES-Parsonst estimate and the  
bid. The project ms bid i n  a ccmpetitive environment and under 
such conditions the low responsive bid ( i n  t h i s  case, H H J )  generally 
represents the value of the project. This project  is an extremely 
complex and complicated renovation and expansion on a congested s i t e  
located i n  a congested area where ready and free access is severely 
res t r ic ted .  This project  provides a plant design which w i l l  
maximize water production within the l i m i t s  of the  exis t ing plant 
s i t e .  Further, while the expansion is being constructed, the 
present capacity of the p lan t  must be maintained. This requires a 
complex three-stage demolish/construct e f fo r t  over a 38-month 
construction period. Finally,  there  a r e  v i r tua l ly  no as-buil t  
drawings t o  te l l  the contractor w h a t  it w i l l  encounter during 
demolition nor what w i l l  be necessary t o  protect  adjacent 
structures. In projects of t h i s  nature, it is not uncommon fo r  
there  t o  be wide var ia t ions  i n  quotations among bidders as each 
contractor attempts t o  analyze the u h o m  and assign r isks .  (This 
is supported by the f ac t  t h a t  the other bidder on t h i s  project was 
about 28 percent higher than HHJ. ) A l l  of  the above considerations 
have a s ign i f ican t  impact upon the cost  of the project and rnany a re  
d i f f i c u l t  t o  accurately quantify. Therefore, the contractor i n  
bidding must apply its own experience and judgment which can vary 
great ly  from contractor t o  contractor. 

C. Sumnary and Conclusion 

2.U The pm ject  consultant, ES-Parsons, now s t a t e s  that "After a 
detailed review, it appears tha t  the only s ign i f ican t  deficiency i n  
the or iginal  estimate was in  the material  and ins ta l la t ion  costs  of  
the pipes, valves and f i t t i ngs .  ?he reminder  of  the cost  
differences can be accounted fo r  through inf la t ion ,  source of supply 
and the contractor ls  approach o r  perception of the project. Based 
upon the information obtained during the bid evaluations and the 
negotiations, and fm re-evaluating the ES-Parsons1 estimate, the 
ccn t rac tor t s  b id  appears t o  be a reasonable representzition of the 
cost  of t h i s  project.I1 USAID believes t h i s  conclusion is supported 
by the f ac t s  thz t  by simply applying the 8 percent in f la t ion  fac tor  
referred t o  i n  para 2.09(d) above t o  ES-Parsons' estimate, the new 



estimate would be about $98.2 equivalent a t  the LE 0.83 exchange 
rate. By adding the $6.0 million ES-Parsons' e r m r  in  estimating 
pipes, valves and fitting8 (see para 2.09 (c )  above), the new 
estimate would be about $104.2 million versus HHJ's bid of $116.1 
million. Therefore, i t  is reasonable t o  conclude that the r ea l  
difference between ES-Parsonsr updated and corrected estimte and 
H H J ' s  bid is about 11.4 percent. This difference is explained by 
HHJ's  d i f fe ren t  approach t o  the job including more expatr ia te  
personnel, shipping new construction equipnent, s e t t i ng  up batch 
plants in Cairo and procuring materials outside Empt. Taking a l l  
these points in to  consideration, the HHJ bid is well within the 
normal range of  cost  acceptabi l i ty  on complex in te r ra t iona l  
construction jobs of t h i s  type and magnitude. 



111. THE PROJECT 

3.01. Ihe projec t  includes the r e h a b i l i t a t i o n  and expansion o f  t h e  
south port ion of t h e  Rod E l  Farag Water Treatment Plant  and 
approximately s i x  ( 6 )  kilometers  .of water transmission l i n e s .  This 
pro jec t  w i l l  increase the  production capaci ty o f  t h e  cur rent  
f a c i l i t y  from a ra ted  capaci ty o f  200,000 cu m/a t o  a r a t ed  capaci ty  
o f  650,000 cu m/d. 

3.02. The cur rent  t o t a l  estimated foreign exchange cos t  f o r  t h e  
expanded f a c i l i t y  is $90.1 mi l l ion ,  a $30.4 mi l l ion  increase over  
t h e  e x i s t i n g  t o t a l  loan and grant  amount o f  $59.7% mil l ion  approved 
fo r  t he  project .  Tne GOE w i l l  a s su re  that t h e  General Organization 
f o r  Greater Cairo Water Supply has s u f f i c i e n t  funds t o  f inance the  
Egyptian currency c o s t s  o f  t h e  pro jec t  , e s t i m t e d  a t  $ 47.8 mi l l i on  
equivalent.  

3.03. This new Rod El  Farag p ro jec t  c o n s i s t s  o f  new raw water 
intake and punp s t a t i o n ,  new chemical feeding and handling systems, 
new s o l i d s  contact  c l a r i f i e r s ,  new f i l t e r i n g  u n i t s ,  new filtered 
water pmping s t a t i o n ,  new backwash pump s t a t i o n ,  new adminis t ra t ion  
bui lding,  3.2 km o f  1000 mn plus  2.8 km o f  1400 m diameter d u c t i l e  
i ron  transmission l i n e s  with the  necessary valves,  f i t t i n g s ,  and 
appurtenances, and U.S. mananement consul tan t  s e r v i c e s  aimed a t  
s trengthening-  t h e  adminis t ra t ive  and mnagement c a p a b i l i t i e s  o f  
GCGCIIS. 

This does not include the $1.3 mi l l ion  expended f o r  U.S. 
engineering design se rv ices  on t h e  terminated metered house 
connections element. The $59.7 mi l l ion ,  t h i s  $1.3 mi l l i on ,  p lus  
t h i s  mques t  of $30.4 mi l l ion  brings the  t o t a l  pro jec t  cos t  t o  $91.4. 
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IV. TECHNICAL ANALYSIS 

4.01. m e  technical analysis appearing in the August 1981 Project 
Paper Amendment (Project No. 263-0038 ) essentially remains unchanged 
except for the updating of Table 4 on page 21 with the following 
revised Project Cost Estimte. LE costs are converted to dollars at 
the current official exchange rate of $1.00 = LE 0.83. 

Table 4 
nGiz5al 

Project Cost Estimate 
(In US $1 

Item - 
Transmission Mains 

Pmping and Treatment 
Facilities and FX Costs 
of Equip. for Admin. Bldg. 

Administration Bldg. 
Local Construction 

Engineering Services, 
Design & Supervision 

U.S. MaMgement 
Consultant Services 

Peatment Plant 
Spare Parts 

Total 

** Excluding the $1.3 million & 535,000 LE disbursed for 
engineering design Services for the metered house connections 
element. 



4.02. Table 4 (Revised) i nc ludes  $2.5 m i l l i c n  f o r  U.S. management 
consu l t an t  s e rv i ce s .  During t h e  August 1981 NEAC review o f  t h e  
previous  P r o t e c t  Paper Amendment t h e r e  m s  cons iderab le  concern 
expressed on t h e  need f o r  GGCWS o rgan i za t i ona l  upgradinp to manage 
t h i s  and o t h e r  new p r o j e c t s  as well as  t o  add re s s  t h e  needs o f  
inpmved opera t ion  and maintenance. GCGCNS was t o  make s p e c i a l  
e f f o r t s  tohards  improving t h e  leakage and wastage problem. The 
r e c e n t l y  approved ES-Parsons c o n t r a c t  amendment f o r  supe rv i s i on  o f  
t h e  Rod El  Farag p l a n t  cons t ruc t i on  i nc ludes  a t a s k  f o r  a s s i s t a n c e  
i n  so lv ing  t e chn i ca l  problens  r e l a t i n g  t o  leakage and wastage. 
However, no f i n d s  are now a v a i l a b l e  i n  t h e  p r o j e c t  t o  c o n t r a c t  f o r  
these  management s e rv i ce s .  Recently t h e  Chairman o f  GOCCWS 
expressed h i s  w i l l i ngnes s  and d e s i r e  t o  have a new c o n t r a c t  
s p e c i f i c a l l y  f o r  management a s s i s t a n c e .  Furthermore, o r g a n i z a t i o n a l  
improvements are now p a r t  of t h e  A I D  imposed covenants i n  t h e  Grant 
Agreement and ir. t h e  Amended Loan Agreement. 



V. EEJVIRONMENTAL ANALYSIS 

5.C1. The envirom-ental  analysis provided i n  the previous P r o j e c t  
Paper Anendnent remains v a l i d  and unchanged. 



VI. FINANCIAL PLAN AND ANALYSIS 

A. Funding Background: 

6.01. The or iginal  project  included a t o t a l  cost  estimate of  about 
$24.3 million equimlent  ($20.0 million and $4.3 million i n  LE 
equivalent a t  the $1.00 = LE 0.70 exchange rate) fo r  rehabi l i t a t ion  
and expansion of the exis t ing Rod El Farag Water Treatment Plant. 
For reasons discussed in  d e t a i l  in  the Eackground Section of  t h e  
previous Project Paper Amendment, the concept of the  project  ~ i a s  
changed t o  pmvide fo r  maximizing the production of water on the 
exis t ing site. ES-Parsonsf cost estimate, based on final design, 
appeared in para 6.01 of the Project Paper Amendment a s  $114.0 
million of which $59.7 million was the estimated dol la r  cost ,  and 
$54.3 mill ion equi-klent represented the estimated LE costs.  The LE 
costs  increased more than the do l la r  costs  r e l a t i ve  t o  the or ig ina l  
estimates primarily due t o  higher loca l  i n f l a t i on  rates over the 
past three years and the increased amount of  work i n  demolition, 
excavation, construction, ins ta l la t ion ,  concrete and reinforcement. 
There was a l so  a s ignif icant  increased amount included fo r  l oca l ly  
available materials over and above that included i n  the or ig ina l  
project  estimates. Thus, do l la r  requirements for  offshore 
procurement was reduced t o  a minimum. Tnis cost  estimating, with 
the in ten t  of maximizing loca l  purchases, was a false approach as 
can be seen by the bid resu l t s .  

6.02 Bids have now been received and the m i m u m  project cost  is 
known. We find tha t  the method of implementation proposed by the  
contractors (pe r  t h e i r  bids) d i f f e r s  s ign i f ican t ly  f r o m  t h a t  assumed 
by the project consultant, &Parsons. ?he differences have been 
discussed i n  Section I1 of t h i s  paper. Tne t o t a l  pmjec t  cost  is 
now estimated to be $90.1 million in  foreign exchange cos t s  and $ 
47.8 million equivalent in  loca l  currency costs  (exclusive of  t h e  
$1.3 million and LE 535,000 expended on the metered house 
connect ions design) . The new dol la r  addi t ional  requirement is 
approximately $30.4 million. We ant ic ipa te  lowering t h i s  
requirement following negotiations with the low bidder. 

B. Detailed Breakdown of Project Fundinu Requirements. 

6.03. The new project costs  and scurces of  financin! are detai led 
in a Table 5 (Revised). Cost Estimate Notes a r e  included as Annex G. 



6.04 The addi t ional  do l la r  funds ($30.4 mil l ion)  for  t h i s  project  
w i l l  be provided as a grant t o  the GOE. We a l so  propose tha t  the 
Grant Agreement contain a provision tha t  $2.5 million (estimated 
cost  of U.S. management consultant services)  be passed thmugh a s  a 
regrant t o  the  GCGCdS and tha t  the remining  $27.9 mill ion be 
provided a s  a reloan t o  GCGCWS a t  the sane t e r n  ' a s  the reloan on 
the or ig ina l  project  f'unds, i.e. repayment within 25 years including 
a f ive  ( 5 )  year grace period, and an in t e re s t  rate of s i x  percent 
(6%) per  annum. 

6.05 Expenditures under t h i s  project a r e  estimated t o  occur a s  
shown i n  Table 6 (Revised). 



Table 5 (Revised) 

Cost : 

Sumnary Cost Estimte and Financial Plan 
(In U.S. $ 000) 

,tal 
Net Increase Requested 

FX FX LC Total 

Transmission Mains 4,602 827 5,429 - 0 -  473 473 

Pumping and Treatment 49,641 41,825 91,466 25 , 359 (6g8) 24,661 
Facilities and FX 
Costs of Equip. 
for Adinin. bldg. 

Administration Bldg. - 0 - 516 516 - 0 -  4811 484 
Local Construction 

Engineering Services 5,247 2,6111 7,861 1,234 279 1,513 

Training 200 10 210 (200 ) (10 ) (210) 

Management Consultant - 0 - - 0 - - 0 -  2,500 1,500 4,000 
Services 

Spare Parts - 0 -  - 0 - - 0 -  1,500 - 0 - 1,500 
Treatment Plant 

Total 

Source : 

USA1 D Loan (263-K-042 ) 
USAID Grant (1.71' 81) 
USAID Grant (FY ' 82) 
COE 

Total 

To ta 1 Project 
FX LC Total 

* Estimated local currency requirements i n  project paper were converted a t  the 
then off ic ia l  exchanee rate of $1.00 = LE 0.70. 'Ihese estimates have been 
converted a t  the current off icial  exchange rate of $1.00 = LE 0.83 for . . . .  . . 



I tern - F i r s t  SecnnO 'Ih i l v l  rout-tl.1 ----- ---- A l l  ---- 
FX - IG - I;X - 1,C -- FX - -- 1 .C - FX - I ,c FX' - I .c -- . 

, TI-ansmi ss ion lla ins  11,602.0 650.0 - 650. G - - - - J1,60?.0 1,300.0 

Pljmpinq and Trcatrncnt 26,250.0 9,1159.3 33,750.0 13,163.6 9,COO.tr 1 1 0  6,000.0 , 1 6 5  75,000.0 111,127.0 
Faci1.i ties and FX 
Cost3 o f  I!Quip. for* 
Admj n. Uldg. 

, Administr-ationnldg. - 200.0 - 00cl. 9 - - - - I. , OO(1 .0 
1,ocn 1 Construct ion 

, Erigineeri np Services 1,9411.3 067.9 2,260.4 1,012.6 1 ,%9C1.2 57fl.h 972.1 1173.0 1 2,fl?3.0 

Manaeemcn t Cotisul tant  750 0 I .  1,250.0 750.0 500.0 j0n .o - - 3,500.0 1,500.0 
:;em i ces 

l'rca tm:n t Plant 1150 .O - 750.0 - y I O . 0  .- - - 1,500.0 - 
Spare Parts 

--.- --- ---- - --- 
Total 33,i)96.3 11,627.2 11,096.' l.1l ,O3Y.2 - &  b 972 1 . 5,sltj11 .It .=A- Qo 0fi.o 4'I,R%o; 
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C. Financial Analysis 

6.06 The f inancial  analysis section of the  previous Project  
Paper Amendment reu!ains essen t ia l ly  val id  and w i l l  not be 
changed in  t h i s  paper. The $30.4 mill ion increase i n  project  
costs  described in this paper represents only about one percent 
of the GCGCWSv estinrated cap i ta l  investment program ($2.4 
b i l l i on )  to  the year 2000, and therefore does not s ign i f ican t ly  
a l t e r  the analysis presented in  the e a r l i e r  paper. 

6.07 To be consistent with the financing mechanisms on 
currently approved project funding as detai led i n  pams 6.20 
through 6.23 of the previous Project  Paper Amendment, we 
propose that the recornended $27.9 million reloan referred t o  
i n  para 6.04 above carry a proviso tha t  it be regranted to  
GCGCWS providing the GOE s a t i s f i e s  the requirements of  the 
Special Covenants -in Section 5.5 and Section 6.5 of the Grant 
Agreement and the Loan Agreement Amendment, respectively. 

D. Tar i f fs  

6.08 This section provides some discussion re la t ing  t o  the 
GOETs policy reform regarding r a t e  structures.  Although there  
has been no major overal l  policy change regarding a refomation 
of -its rate s t ructure ,  there  have been some recent encouraging 
indicators tha t  the GUE may b e  ready t o  make some moves t o m  
overal l  =formation. The GOE increased the e l e c t r i c i t y  r a t e s  
effect ive Apr i l  1, 1982 t o  a l l  classes of customers except 
large indus t r ia l  users. Increases t o  indus t r ia l  users is 
expected on July 1, 1982. The GOE fur ther  expresses its intent  
to ef fec t  annual e l e c t r i c i t y  r a t e  increases i n  the  future.  
These rate increases are l i ke ly  t o  be followed shor t ly  by 
increases i n  fie1 prices. 'Ihe GOE has d s o  recently effected 
r a t e  increases in the telecornrmnications sector.  Water t a r i f f s  
were increased i n  Pay 1981 i n  Alexandria t o  indus t r iz l ,  
gcvernment and commercial users. We understar,d the Gove.rnor of  
Eeheira Province has stated tha t  water rates i n  tha t  province 
would be increased short ly  t o  a leve l  which w i l l  permit revenue 
generation to  cover, at  a minimum, operation and mintenance 
expenses. So there have been a number of encouraging 
indicators of posit ive c,hange. 



6.09 The GOE is most sensi t ive about effect ing increases i n  
t a r i f f s  in  Cairo where they are needed the most. About 25 
percent of Egypt's population l i ves  i n  Cairo, and t h i s  
population uses more than its proportionate share of Egypt's 
resources including e l ec t r i c i ty ,  water and &el; There is no 
question tha t  the cas t s  should be born by those who u t i l i z e  the 
resources. However, energy costs  have h is tor ica l ly  been 
subsidized i n  Egypt,  and people have become accustomed t o  
having t h e  GOE pay the major portion of the cost  of these 
resources. 

6.10 In approving the Project Paper hendment i n  August 1981, 
AID required that the GCGCWS contract with a U.S. mnagement 
consultant t o  provide in s t i t u t iona l  building capacity. 
However, the project budget was not increased t o  fLnd t h i s  
additional item. The management consultant, i n  addition t o  
developing a t ra ining program fo r  GCGCWS s t a f f ,  is t o  a s s i s t  
the GOE in developing detailed plans t o  permit sa t i s fac t ion  of 
several covenants in Section 6.5 of the Amended Loan Agreenent 
and in Section 5.5 of the Grant Agreement. One of these 
covenants r e l a t e s  to the GOE's development of a f inancial  plan 
(preferably based on user charges) which would permit the 
GCCCWS to  generate, over a projected time frame, adequate 
revenues t o  cover, a t  a minimum, operation and maintenace 
expenses and debt service. 

6.11 Action to  procure these management services was delayed 
pending receipt of bids for  treatnent plant construction. Had 
the bids for plant construction ccxne i n  suf f ic ien t ly  under 
budget, excess project f'unds could have been used t o  procure 
these services. Hoc;ever, the low bid was signif icant ly  over 
budget, and there are presently no k d s  i n  the project for  
t h i s  purpose . These circumstances have resulted in  about a 
orie year delay i n  contracting with a U.S. magement consultant 
for  these services (assuming approval of the additional funding 
requested i n  t h i s  paper). This consultant 's  recormrendat ions 
leading t o  the development of the f inancial  plan mentioned 
above w i l l  form the  basis for  USAID1s continuing dialogue with 
the GCE re la t ing  to  the need for  policy re fom on water 
t a r i f f s .  In  the in t e r i a  GCGC& and USAID w i l l  seek t o  develop 
data t h a t  w i l l  demonstrate t o  the GOE tkt  t a r i f f s  a c  
reasonable and affordable levels ,  i f  established, would enable 
the water system t o  be placed on a self-financing ksis. 



6.12 We recognize t h a t  i t  is not  reasonable to expect t h e  GOE 
t o  e f f e c t  innnediate major changes i n  its rate s t r u c t u r e  
e s p e c i a l l y  i n  water t a r i f f s  which i u  probably t h e  n o s t  
p o l i t i c a l l y  s e n s i t i v e  o f  a l l .  However, we f e e l  t h a t  t h e r e  
should be some movement t o  iccrease water tariffs i n  Cairo 
p r i o r  t o  AIC's commitment of funds for o the r  water p r o j e c t s  i n  
Cairo. We feel s t rongly ,  however, t h a t  AID should not  withhold 
approval o f  fur.ds required t o  complete t h i s  p ro j ec t  which is 
cu r ren t ly  ready t o  go t o  cons t ruc t ion  with a U.S. cont rac tor .  
To withhold approval o f  funds a t  t h i s  late d a t e  would f r u s t r a t e  
2nd delay t h e  p ro j ec t ,  r e s u l t  i n  an increase  i n  p r o j e c t .  cost, 
a?d l i k e l y  be funded by o t h e r s  and constructed by o t h e r  than 
U.S. cont rac tors .  

6.13 with regard t o  t h e  i s sue  o f  leakage and wastage, t he  
GCGCWS continues t o  demonstrate its shared concern through 
establ ishment  o f  leak  de t ec t ion  and pipe renovation teams 
t r a ined  t o  curb l eaks  and prevent wastage. While USAID would 
have hoped t o  have been a b l e  t o  have shown much more s p e c i f i c  
progress i n  t h i s  a r e a ,  it has been d i f f i c u l t  f o r  a l l  concerned 
to t r u e l y  focus deeply on these  i s s u e s  i n  t h e  absence o f  f u l l  
p ro j ec t  funding, and while top management a t t e n t i o n  has been 
concentrated on g e t t i n g  the  cons t ruc t ion  con t r ac to r  on board. 
USAID and GOGCWS continue t o  d i scuss  poss ib le  e f f e c t i v e  
approaches t o  so lv ing  these problems, and as mentioned earlier 
i n  t h i s  paper, a s s i s t a n c e  i n  meeting t h e  ob jec t ives  w i l l  be 
provided by t h e  p ro j ec t  consul tan ts ,  ES-Parsons and t h e  U.S. 
Management Consul t an  t . 
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VII. ECONCMIC ANALYSIS 

A. General 

7.01. Idea l ly ,  economic j u s t i f i c a t i o n  of  the  pm ject would 
rest on a comparison of t he  econmic benef i t s  with t he  costs .  
Benefits would include medical and hosp i ta l i za t ion  cos t  
reductions a t t r i b u t a b l e  t o  waterborne infect ion and inadequate 
hygiene wfiich would not occur a s  a r e s u l t  of  the  improved water 
supply afforded by t h i s  project ,  and t he  consequential gains i n  
pmductive --days thereby secured. Unfortunately, statistics 
t o  support such calcula t ions  a r e  not avai lable .  The p r ices  
consumers pay fo r  t h e i r  suppl ies  cannot s a t i s f a c t o r i l y  be used 
as a surrogate  f o r  t he  ~ l u e  o f  benef i t s  received s ince  
wil l ingness t o  pay can only be demonstrated a t  the  present 
l eve l  of tariff, which would pmvide a negative rate of re turn .  

B. Lmst Cost Analysis 

7.02. A t  t he  present time, t he  Rod E l  Farag South Plant  
suppl ies  about 10 percent of t he  t o t a l  system production. It 
is the  o ldes t  plant  i n  the  system. Its locat ion on the  Nile a t  
t he  center  of the  main system, and its function of maintaining 
system pressure balance, make the  plant  i rreplaceable.  It w i l l  
remain an e s sen t i a l  element of the  systen over the  long term. 
Technically, there  is no feas ib le  a l t e rna t i ve  f o r  supplying 
water t o  the  cen t ra l  sect ion of  Cairo without a prohibi t ive  
investment i n  intake piping and pumping, and transmission and 
d i s t r i bu t i on  f a c i l i t i e s .  ?he project  therefore meets t he  
requirements of  Section 611( b )  o f  the  Foreign Assistance Act. 

7.03. A more extensive discussion of  t he  ra t iona le  behind t h e  
choice o f  expanding output a t  the  Rod E l  Farag plant  is 
provided i n  Pamgrziphs 4.12 through 4.16 of  the  Technical 
Section of the  previous Project  Paper Amendment. However, a 
f o m a l  Least Cost Analysis was not performed (except on the  
t e cho logy  o f  conventional vs  s o l i d s  contact  treatment ) . 
Nevertheless, the  qua l i t a t i ve  arguments i n  the  Technical 
Section fo r  using the present site t o  iraximize pmduction and 
not t ry ing  t o  loca te  a similzr s i z e  plant  elsewhere s t rongly  
favor the  decision. 



C. The Project 

7.04. The primary question fo r  t h i s  analysis  is whether the 
rate a t  which GCGCWS should sell the water produced by t h i s  
investment t o  achieve a sa t i s fac tory  economic rate of re turn is 
reasonable. The opportunity cost  of  cap i t a l  is assumed t o  be 
10 percent fo r  a basically r i s k  free, soc i a l  good investment. 
The investment costs  a r e  e s sen t i a l l y  firm except f o r  cost  
reduct ions which may be realized during negotiations f o r  
treatment plant construction. Since some cost  reductions a r e  
expected, the investment presented below is somewhat higher 
t h m  the  ac tua l  anticipated investment. Any decrease in  
investment cost  which m i g h t  be realized would not b e  of  such 
magnitude a s  t o  s ign i f ican t ly  a l t e r  the conclusions reached in  
the  following analys'is. 

Table 7 
(Revised ) 

Total Disbursement i n  U.S. Million (LE + US $1 

Year LE = $1.21 LE = $1.00 ( f ree  market r a t e )  

1 45.6 
2 54.4 
3 25.1 
4 12.8 

Total $ 1 3 7 3  
li. 8 

7.05. The useful l i f e  of the investment is assumed t o  be 30 
years. This implies tha t  the net  annual economic earning from 
t h i s  plant would have t o  be $17.7 million a t  LE = $1.2048 o r  
$16.7 million a t  LE = $1.00 t o  provide a 10 percent return on 
the invesbent.* However, t o  determine the s a l e s  price of 
water we must calculate  the gross earnings needed t o  a l so  cover 
operating costs.  

In the Missicn view a project of t h i s  type does not seek a 10 
percent rate of return on investment. Mission policy seeks t o  
so le ly  cover operation and main te race  expenses and debt 
service. Thus the estimated required net annual economic 
earnings and the figures tha t  flow therefrom i n  the remainder 
of the analysis  are excessive and merely presented fo r  
ana ly t ica l  purposes. 



7.06. The new p l a n t ,  when it is finished, w i l l  represent 
about 17% of the t o t a l  system capacity. Therefore, we have 
used t h i s  factor  t o  estimate the operation costs  of t h e  plant 
by applying it  t o  the LE 15.0 million system operation costs  
fo r  1980 shown i n  Annex Q of the previous Project Paper 
Amendment. This was adjusted upward by about 10 percent t o  
reflect an estimate of the economic pricing of e l e c t r i c i t y  and 
fuel  o i l .  Thus i n  dol la r  terms annual operating expenses for  
the new p l a n t  are estimated a t  about $3.4 million a t  LE = 
$1.2048 or  $2.8 million at  LE = $1.00. 

7.07. Therefore, gross revenue needs are $21.1 million 
annually a t  1 LE = $1.2048 i n  order t o  achieve a 10 percent 
internal  r a t e  of return on the investment ($19.5 million a t  LE 
= $1.00). Consumable production is estimated at 190 million cu 
m p e r  annum assuming a da i ly  production of 650,000 cu m 
(consisting of 450,000 cu m i n  the new plant and 200,000 cu m 
i n  nsavedql production) and a 20 percent loss.  I n  ac tua l i t y  
these assumptions generate a useable production level  of 189.9 
million cu m per year.  This impl ies  GCGCWS should s e l l  its 
water at U.1@ cu m (0.0436 ga l )  o r  LE 92 mi l l imes  a t  LE = 
$1.2048. The rate a t  LE = $1.00 would be 10.3@ cu m (0.0396 
gal) o r  LE 103 mil l imes.  

7.08. Therefore, a range of 92 t o  103 milliemes per cubic 
meter, depending on the shadow price of foreign exchange, would 
give t h i s  project a 10 percent internal  r a t e  of return. (This 
is about 7.5 times the current rate in  Cairo, but s l i gh t ly  
higher thvl the r a t e  several years ago in  Damascus. However, 
t h i s  compares financial  and po l i t i ca l  variables with economic 
ones). The real question is whether o r  not t h i s  is a 
reasonable ra te ,  i.e. would it be affordable. According to  the 
ES-Parsons and BVI/ATK s tudies  f i f t y  (50) percent of t h e  
population i n  1980 used 200 litres p e r  person per day or  l e s s  
(53 gallons). Therefore, t h e  maximum a person in  t h i s  group 
would have t o  spend for  water would be about LE 0.59 a month a t  
the $1.2048 dol lar  per pound exchange rate.  Based on 1983 CESS 
food and energy subsidy annex, household iccme levels  a t  the 
lowest 25th percentile of urban househdlds was estimated a t  LE 
T 8 .  Assumirg a 20 percent increase in  household income levels  
betxeen 1979 and 1982, household income leve ls  a t  the lowest 
25th percentile ~zrould be about LE 935. If average household 
s i z e  is assumed t o  be f ive,  t o m  per annum expenditure for  
hater would be LE 35 per year a t  LE 0.59 per person p e r  month. 
Thus the maximum cost of water per person a t  the lowest 25th 
percentile group level  would be about 3.8 percent of the 
income. This seem to  be a reasonable percent of izcome t o  
spend on t h i s  r5source. The ra t io  of income spent by other 
income groups would be  lower. 



VIII. SOCIAL ANALYSIS 

8.01. ?he purpose and target group remain unchanged. See the 
previous Project Paper Amendment for fUl social  analysis discussion. 



IX . IMPLEMENTATION 

A. Contracting Procedures and Schedules. 

9.01. The project consultant, =Parsons, has completed the final 
design of these project elements, and GCGCWS, ES-Parsons and USAID 
have concluded that these elements will be procured under a single 
lmp s m  priced contract limiting the bidding to prequalified U.S. 
construction contractors. The decision to use a U.S. prime 
contracting firm was reached due to the requirement to maintain 
current production (i.e. approximately 200,000 cu m/d) during the 
entire 38 month construction schedule. Tne requirement for strong 
project management, is dictated by the complexity of the selected 
three-stage demolish/construct phases, and the lack of proven 
strength in this area among local contractors. Solicitation of 
prequalification data from interested U.S. contractors was requested 
in the Cme,rce Business Daily publication dated December 18, 1080. 
Seven U.S. f i m  submitted data before the February 6, 1981 due 
date. GCGCWS, ES-Parsons and USAID reviewed these data and agreed 
that six of these U.S. f i m  were qualified to construct this 
project. Due to the relatively small number of U.S. firm 
prequalified for construction of the project, the GCGCWS requested, 
and USAID approved, its inviting bids from two additional U.S. 
contractors which were deemed qualified on the earlier 
prequalification. Invitation for Bid (IFB) documents were prepared 
by ES-Parsons and submitted to the prequalified contractors in July 
1981. GOGCWS issued these documents to the prequalified 
contractors, and advised them that financing for this procurement 
was contingent upon AID'S approval of additional project funding. 
Additional funding was obtained in August 1981. Following a bid 
date extension due to the assassination of President sadat, bids 
were received on November 15, 1981. ?he bids carried a validity of 
90 days (February 13, 1982). 

Opening Bid date Nov. 15, 1981 

Original Bid Validity Date Feb. 13, 1982 

Administrator's Approval in . 22, 1982 
principle of Additional Funding 

Connnenced Nego t iations Apr. 21, 1982 



M e n d e d  Bid Val id i ty  May 28, 1982 

Conclude Negotiations Vay 28, 1982 

Award Contract Subject  
to Ava i lab i l i ty  of F'unds 

June i 5 ,  1982 

AID Project  A p p m l  June 30, 1982 

Grant Agreement Amendment 
Executed 

Award Contract 

Approve Contract 
. 

Establ ish  L/Com 

August 1, 1982 

August 15,  1982 

August 30, 1982 

Issue  L/Credit sept .  15 ,  1982 

Notice t o  Proceed Sept. 30, 1982 

Constructian Begins Oct. 15,  1982 

Construct ion Completed Dec. 15, 1985 

9.02. An updated construction schedule fo r  the  water treatment 
p lant  is included as Annex H. 

9-03. Construction Supervisory Services Engineer. I n  t h e  
previous Project Paper Amendment, it was reported t h a t  the  
re la t ionsh ip  between sparsons and GCGCWS had de te r io ra ted  t o  such 
a point  t h a t  it d id  not  appear pmbable t h z t  a const ruct icn  
supervision contrac t  would be negotiated. Subsequent t o  tkt time 
both p t i e s  agreed to at tempt,  once again, t o  reach an agreement on 
supervision services. USAID played a s t m n g  r o l e  in  br ingizg the  
two parties together ,  and on December 17,  1981 ES-Parsons and GCGCdS 
signed a m n t r a c t  amendment t o  continue construction supervision 
se rv ices  through t h e  completion of  t h e  project .  



B. Training: 

9.04 The approach to t r a i n i n g  of GCCCWS s t a f f  wds discussod i n  
para 4.21 of t h e  previous Pro jec t  Paper Amendqent and rmairs v a l i d  
except o r  the incorporation of  t he  adminis t ra t ive  and f i n a n c i a l  
irznagement t r a i n i n g  a t  $21i3,000 equivalent  i c t o  t h e  new budget l i n e  
i t e n ,  U.S. managenent consul tant  serv ices .  The C'rmirman o f  t h e  
GOGCWS is e n t h u s i a s t i c  about obta in ing  t h e  se rv ices  o f  t h e  
management consul tant  a t  an e a r l y  date.  Prc j e c t  f'unds have a l ready 
been rrzide ava i l ab le  t o  fund the  se rv ices  of  U.S. exper ts  t o  assist 
GO[;Ch'S in  developing the  scope of  work f o r  the management s e r v i c e s  
cont rac t .  This procurement w i l l  be aave r t i s ed  in  August iM2. 

C. T e n i n a l  Dates: 

9.05. C o n d i t i o ~ s  Frecedent. Ke r e z c ~ n e n d  t h a t  t he re  be  no 
addi t ional  Conditions Precedent t o  Disbl~rsement . 
9.06. Prc3ect Assistance Ccnpleticn h t e .  Tine Pro jec t  P.ssisrxznce 
Cmcle t ion  ?kt? w i l l  be approximatelv rortv-f ive (45) months from . . 
t he  da te  the Grant Agre2nent is a ienied .  

D. 611(e) Cer t i f i ca t ion  

9.07. ?he USAID Director 's  Sect ion 611 ( e )  Cer t i f ica t ior :  is 
included a t  Annex C. Although we conclude t h a t  t h e  GOGClJS has t h e  
management and technica l  c a p a b i l i t y  t o  implement and maintain t h i s  
p ro jec t ,  such c a p a b i l i t i e s  w i l l  be f o r t i f i e d  with the  a s s i s t ance  o f  
t he  U.S. engineering consul tan t ,  tine U.S. management ccnsu l t an t ,  and 
the  U.S. cont rac tor  who w i l l  cons t ruc t  the  treatment plant .  
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R~fXMEh!ATIOM, CONDITIONS AND COVENANTS 

Reconmendat icn 

- 9 . 0 1  Subject t o  t h e  conditions and covenants l i s t e d  below, we 
recanrnend tha t :  

a).  A I D ,  under the au thor i ty  granted i n  the  Action 
Hemorandm s imea by the Administrator on March 22, 1952 (Annex F) 
pmceed t o  process t h i s  Project  Pay;er PnenCment fcr a p p r o v ~ l  subjec t  
t o  approval of final negotiated cont rac t  amount. 

b ) .  The S E ,  with the a s s i s t ance  of  the  projec t  consultant  
and USAID, proceed t o  negotiate the f i n a l  cont rac t  amount. 

c)  . I S A I D  pmvide f i n a l  ccntrac t with cos t  ana lys i s  
report to AIDfldashingtcn fo r  appmvsl  and f o r  i r c lus ion  o f  f i n a l  
d o l l a r  figwe in  the  Project  Authorization. 

10.02. Assming A I D  approval of  addi t ional  project funding and due 
t o  necessi ty of furlding the ccnstruct ion cont rac t  i rrmdiately t o  
avoid pr ice  increases due t o  i n f l a t i o n ,  we recommend t h a t  no 
addi t ional  conditions precedent t o  d i sh r sement  be included. 

10.03. We recomnend t h a t  a l l  addi t ional  d o l l a r  f'unds, except the  
e s t i m t e d  $2.5 mi l l i cn  fo r  C.S.  vanagemefit serv ices ,  be r e l e n t  t o  
t h e  G W S  a t  t h e  same terms as the  funds r e l e n t  under the  previous 
Lea and Grant Agreements ( i .e .  r e p a p e n t  over 25 years a t  6 percent 
i n t e r e s t  with a f ive  year grace period). We recornend t h a t  t h e  
estimated $2.5 n i l i i o n  f o r  U .S. ranagement services  be passed 
through to GCGCWS as a grant.  We a l s o  recommend, a s  s t a t e d  e a r l i e r  
in paragraph 6.07 o f  t h i s  paper, t h a t  the  proposed $27.9 mil l ion 
reloan carry a proviso t h a t  it be regranted t o  GCGCWS providing the  
GaE satisfies the  requirements o f  the  Special  Covenants i n  Section 
5.5 and in  Section 6.5 o f  the  Grant Agreement and t h e  Loan Agreement 
Amendment, respectively.  

B. Covenants t o  be Included i n  Grant Agreement Amendment. 

10.05 The covenants in  the  Grant Agreement and i n  the  Amended Loan 
Agreement remain i n  force. However, due t o  delays i n  proJect  
implementation primarily r e l a t ed  t o  the  requirement t o  seek t h e  
increase i n  projec t  f'unding requested i n  t h i s  paper, severa l  dates 
included i n  pamgraphs 2.c .3. and 3.a.3. of the  F i r s t  Amendment to 
t h e  Project  Authorization dated Augist 27, 1981 w i l l  requi re  
extensions. ?he ~raff .  Second Amendment t o  the P m j e c t  Authorization 
includes the pmposed new dates as w e l l  as language which would 
permit minor extension of  these dates  without requir ing f u r t h e r  
amendment of  t h e  Authorization (See Annex B) . 
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U N I T E D  STATES INTERNATIONAL D E V E L O P M E N T  C O O P E R A T I O N  AGENCY ANNEX B 
AGENCY FOR INTERNATlOl\(AL DEVELOPMENT Page 1 of 2 

W A S H I N G T O N .  D C 20523 

SECOND AMENDMENT 

TO 

PROJECT AUTHORIZATION 

Name o f  C o u n t r y :  A r a b  R e p u b l i c  Name o f  P r o j e c t :  C a i r o  W a t e r  
o f  E g y p t  S u p p l y  

Number o f  P r o j e c t :  263 -0038  

Number o f  Loan :  263-K-042  

1. P u r s u a n t  t o  t h e  F o r e i g n  A s s i s t a n c e  A c t  o f  1961,  as  a m e n d e d , ' t h e  
C a i r o  Wa te r  S u p p l y  P r o j e c t  was a p p r o v e d  on S e p t e m b e r  23, 1977,  and 
amended on A u g u s t  27, 1981 .  The a u t h o r i z a t i o n ,  as amended, i s  h e r e b y  
f u r t h e r  amended as f o l l o w s :  

a. I n  p a r a g r a p h  ? ( a )  t h e  p h r a s e  " T h i r t y - O n e  M i l l i o n  D o l l a r s  
( $31 ,000 ,000 )  i n  G r a n t  f u n d s "  i s  r e p l a c e d  w i t h  t h e  p h r a s e  " S i x t y - o n e  
M i l l i o n  F o u r  H u n d r e d  Thousand  D o l l a r s  ( $61 ,400 ,000 )  i n  G r a n t  f u n d s u .  

b.  1n' p a r a g r a p h  l ( a )  i t e m  ( 3 )  u n d e r  t h e  p r o j e c t  d e s c r i p t i o n  i s  
r e v i s e d  t o  r e a d  "management  c o n s u l t i n g  s e r v i c e s ,  i n c l u d i n g  t r a i n i n g  
o f  p e r s o n n e l  o f  t h e  G e n e r a l  O r g a n i z a t i o n  f o r  G r e a t e r  C a i r o  W a t e r  
S u p p l y  ("GOGCWS");" 

c .  The c o v e n a n t s  s e t  f o r t h  i n  s u b p a r a g r a p h  2 . c .  a r e  h e r e b y  
r e v i s e d  as f o l l o w s :  

( 1 )  B y  d e l e t i n g  " J u n e  30, 198ZU,  and  s u b s t i t u t i n g  " J u n e  
30, 1983,  o r  s u c h  o t h e r  d a t e  as t h e  P a r t i e s  may s p e c i f y  i n  w r i t i n g " .  

( 2 )  B y  d e l e t i n g  " O c t o b e r  1 9 8 2 "  and s u b s t i t u t i n g  " O c t o b e r  
1983,  o r  s u c h  o t h e r  d a t e  as  t h e  P a r t i e s  may s p e c i f y  i n  w r i t i n g " .  

( 3 )  By  d e l e t i n g  " J a n u a r y  1 9 8 3 "  and s u b s t i t u t i n g  " J a n u a r y  
1984,  o r  s u c h  o t h e r  d a t e  as  t h e  P a r t i e s  may s p e c i f y  i n  w r i t i n g " .  

( 4 )  By  a d d i n g  t o  s u b p a r a g r a p h s  2 c ( 3 ) ( b )  and ( c )  t h e  
s e n t e n c e  " i m p l e m e n t a t i o n  o f  t h i s  p l a n  s h a l l  be  s t a r t e d  b y  J u l y  31, 
1983 ,  o r  s u c h  o t h e r  d a t e  as t h e  p a r t i e s  s h a l l  a g r e e  i n  w r i t i n g . "  

( 5 )  By  r e p l a c i n g  t h e  w o r d  " p r e f e r a b l y "  w i t h  t h e  w o r d  
" p r i m a r i l y "  i n  s u b p a r a g r a p h  2 c ( 3 ) ( d ) .  

d. The c o v e n a n t s  s e t  f o r t h  i n  s u b p a r a g r a p h  3.a. a r e  h e r e b y  
r e v i s e d  as f o l l o w s :  
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( 1 )  By d e l e t i n g  " J u n e  30, 198214, and s u b s t i t u t i n g  " J u n e  
30, 1983,  o r  s u c h  o t h e r  d a t e  as t h e  P a r t i e s  may s p e c i f y  i n  w r i t i n g " .  

(2) By d e l e t i n g  " O c t o b e r  1 9 8 2 "  and  s u b s t i t u t i n g  " O c t o b e r  
1983,  o r  s u c h  o t h e r  d a t e  as  t h e  P a r t i e s  may s p e c i f y  i n  w r i t i n g " .  

( 3 )  By d e l e t i n g  " J a n u a r y  1 9 8 3 "  and  s u b s t i t u t i n g  " J a n u a r y  
1981,  o r  s u c h  o t h e r  d a t e  as  t h e  P a r t i e s  may s p e c i f y  i n  w r i t i n g " .  

( 9 )  By  a d d i n g  t o  s u b p a r a g r a p h s  3 a ( 3 ) ( b )  and ( c )  t h e  
s e n t e n c e  " i m p l e m e n t a t i o n  o f  t h i s  p l a n  s h a l l  b e  s t a r t e d  b y  J u l y  31, 
1983 ,  o r  s u c h  o t h e r  d a t e  as t h e  p a r t i e s  s h a l l  a g r e e  i n  w r i t i n g . "  

( 5 )  b y  r e p l a c i n g  t h e  w o r d  " p r e f e r a b l y "  w i t h  t h e  w o r d  
" p r i m a r i l y "  i n  s u b p a r a g r a p h  3 a ( 3 ) ( d ) .  

3c L 
M. P e t e r  McPhe rson  

C l e  a r a n c e s  : 

N E :  WAFor 
CLvanOrm 
PPC: JRBo 



CZl?TI~ICATION puR,cllfir TO SECTIC?I 
611 i e )  of FAA 1961 AS AJENDED 

I, brald S. Brown, Director, th2 pr inc ipa l  o f f i c e r  or' the Agency 
f o r  I n t e r n t i o r a l  kvelopment i n  Egypt, having taica~ i n t o  a c c o m t ,  
a2eng ~ t h e r  t h ings ,  the r r ~ i n t e n a ~ c e  and u t i l i za t ic j r !  of prc jects i n  
Eyjpt previously fifianced o r  a s s i s t e d  by the  United States, do 
hereby c e r t i f y  that i n  j u d p n t  Sgypt has botn t!le f i n a n c i a l  
1:agability ar.d t h e  hwan resources t o  e f f e c t i v e l y  i n s b l i ,  maintain 
and u t i l i z e  the c a p i t a l  a s s i s t a n c e  t o  be ~ r c v i d e d  f o r  t h e  
.?ehabi?itation and expansion o f  t h e  Rod E l  Farag Water T r e a t m e ~ t  
PIark. 

Ris judgment is based upon general cons idera t ions  discussed i n  the 
project paper to  which t h i s  c e r t i f i c a t i o n  is t o  be at tached.  

BEST AVAILABLE COPY 
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5C (2) - PROJECT CHECKLIST 

Listed below a r e  s ta tu tory  c r i t e r i a  applicable generally t o  projects  
with FAA funds and project  c r i t e r i a  applicable t o  indiviual  funding 
sources; Development Assistance (with a subcategory fo r  c r i t e r i a  
applicable only t o  loans) ; a d  Economic Support Fund. 

CROSS REFERENCES: I S  COUNTRY CHECKLIST UP TO DATE? 
HAS STANDARD ITEM CHECKLIST BEEN REVIFrJED FOR 
TEdS PROJECT? 

GENERAL CRITERIA FOR PROJECT 

1. Continuing Resolution Unnumbered; An "Advice of Program Changen has been 
FAA Sec. 6348; Sec. 653(b). prepared fo r  t ransmit ta l  t o  the  

Appropriate Cornittees of Congress i n  
( a )  Describe how authorizing and accordance with standzrd agency 
appropriations Committees of procedures. The intended obligation 
Senate and House have been or  w i l l  is within the leve l  of funds 
be no t i f i ed  concerning the appropriated fo r  Egypt fo r  FY 1982. 
project;  (b) is ass is tance within 
(Cperational Year Budget) country 
o r  in ternat ional  organization 
a l locat ion reported t o  Congress o r  
not more than $1 million over t ha t  
figure)? 

2. F.U Sec. 6 U ( a )  (1). Prior  t o  
obligation i n  excess of $100,000, 
will-there be (a) engineerink, 

- f inancial ,  and other plans 
necessary t o  carry out the 
ass is tance and (b)  a reasonably 
firm estimate of the  cost  t o  the 

- U.S. of the assistance? 

a )  Yes 

b)  Yes 
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3. FAA Sec. 611(a) (2 ) .  If further 
legistlative action is required 

No further legislative action is 
required to implement the project. 

within recipient country, -what is 
basis for reasonable expectation 
that such action will be ccmpleted 
in time to permit orderly 
accomplishment of purpose of the 
assistance? 

4 .  FAA Sec. 611(b) ; Continuing Yes 
Resolution Sec. 501. If for water 
or water-related land resource 
construction, has project met the 
standards and criteria as set 
forth in the Principles and 
Standards for Planning Water and 
Related Land Resources dated 
October 25, 1973? 

- 
5. FAA Sec. 611(e). If project is 

-ce, (e.g., 
construction), and all U.S. 
assistance for it will exceed $1 
million, has Mission Director 
certified and Regional Assistance 
Administrator taken into 
consideration the country's 
capability effectively to mintain 
and utilize the project.? 

The Mission Director has so 
certified. See Annex C . 

6. FAA Sec. 209. Is pmject The project is not susceptible of 
susceptible of execution as prt execution as part of a regional or 
of regional or multilateral multilateral project. 
project? If so why is project not 
so executed? Information and 
conclusion whether assistance will 
encourage regional developuent 
Programs* 

7 .  FAA Sec. 601(a). Information and This project is designed to inc., -ase 
conclusions whether project will the quantity and quality of potable 
encourage efforts of the country water in Cairo. It will not have m y  
to: (a) increase the flow of significant impact on items (a) 
international trade; (b) foster through (f). - 
private initiative and competition; 
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(c) encourage development and use 
of  cooperatives, c r ed i t  unions, 
and savings and loan associations;  
(d)  discourage monopolistic 
practices ; (e) improve technical  
eff ic iency of  industry, 
agr icu l tum and carmeme; and ( f )  
strengthen free labor unions. 

8. FAA Sec. 601(b). Information and 
conclusion on how project  w i l l  
encourage U.S. pr ivate  trade and 
investment abroad and encourage 
pr ivate  U.S. par t ic ipat ion i n  
foreign ass is tance programs 
(including use of  private t rade 
channels and the services of  U.S. 
private enterpr ise  1. - 

It is ant ic ipated t ha t  a l l  funds 
expended w i l l  b e  f o r  goods and 
services  f r o m  private U.S. firms. 

tha t ,  t o  the maximum extent 
possible, the country is 
contributing loca l  currencies t o  
meet the cos t  of contractual  and 
other services,  and foreign 
currencies owned by the U.S. are 
ut i l i zed  i n  l i e u  of  dol lars .  

10. FAA Sec. 612(d). Does the U.S. 
own excess foreign currency of  the 
country and, if so,  what 
arrangements have been made f o r  
its release? 

11. FAA Sec. 601(e). W i l l  the project  
u t i l i z e  competitive select ion 

The Agreement w i l l  so  provide. 

Yes, however, such currency is f u l l y  
programed and none is ava i lab le  fo r  
t h i s  project. There a r e  no plans t o  
finance loca l  costs under the project .  

Yes. 

pmcedums fo r  the awarding of  
contracts,  except where applicable 
procurement ru l e s  allow otherwise? 
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Continuing Resolution Sec. 522. 
If assistance is for the This assistance is not for commodities 
production of any cmodity for for export. 
export, is the cmodity likely to 
be in surplus on world markets at 
the time the resulting productive 
capacity becomes operative, and is 
such assistance likely to cause 
substantial inJu-y to U.S. 
producers of the same, similar or 
competing commodity? 

B e  FUNDINCt CRITERIA FOR PROJECT 

1. Dwelopnent Assistance Project 
Criteria : 

a. FAA Sec. 102( b) , 111, 113, 
281(a). Extent to which 
activity will (a) effectively 
involve the poor in 
development, by extending 
access to ecanomy at local 
level, increasing 
labor-intensive production 
and the use of appropriate 
technology, spreading 
investment out from cities to 
-anall towns and rural areas, 
and insuring wide 
pticipation of the poor in 
the benefits of developent 
on a substained basis, using 
the appropriate U.S. 

. institutions; (b) help 
develop cooperatives, 
especially by technical 
assistance, to assist rural 
and urban poor to help 
themselves toward better 
life, and otherwise encourage 
democratic private and local 
governmental institutions; 
(c) support the self-help 
efforts of developing 
countries; (dl promote the 

Not Applicable 
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prticipation of women in the 
national economies of 
developing countries and the 
improvement of women's 
status; and (e) utilize and 
encourage regional 
cooperation by developing 
countries? 

b. FAA Sec 103, 103A, 104, 
105, 106, 107. Is assistance 
being made available: 
( inciude only applicable 
paragraph which corresponds 
to source of funds used. If 
more than one fund source is 
used for project, include 
relevant paragraph for each 
f'und source. )- 

(1) (103 for agriculture, rural 
developnent or nutrition; if so 
(a) exent to which activity is 
specifically designed to increase 
productivity and income of rural 
poor; 103A if for agricultural 
research, full account shall be 
taken of the needs of mall 
farmers, and extensive use of 
field testing to adapt basic 
research to local conditions shall 
be made; (b) extent to which 
assistance is used in ~00rdi~tion 
with programs carried out under 
Sec. 104 to help improve nutrition 
of. the people of developing 
countries through encouragement of 
increased production of crops with 
greater nutritional value, 
improvement of planning, research, 
and education with respect to 
nutrition, particularly with 
reference to improvement and 
expanded use of indigenously 
produced foodstuffs; and the 
undertaking of pilot or 
demonstration of programs 
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explicitly addressing the problem 
of malnutrition of poor and 
vulnerable people; and (c) extent 
to which activity increases 
national food security by 
improving food policies and 
management and by strengthening 
national food reserves, with 
particular concern for the needs 
of the poor, through measures 
encouraging domestic production, 
building national food reserves, 
expanding available storage 
facilities, reducing post harvest 
food losses, and improving food 
distribution. . 
( 2 )  (104) for population planning 
under sec. 104 Cb) or health under 
sec. 104(c); if so, (i) extent to 
which activity emphasizes 
low-cost, integrated delivery 
systems for health, nutrition and 
family planning for the poorest 
people, with particular attention 
to the needs of mothers and young 
children, using paramedical and 
auxiliary medical personnel, 
clinics and health posts, 
ccmercial distribution systems 
and other modes of c o m i t y  
research. 

(3) (105) for education, public 
administration, or human resources 
development; if so, extent to 
which activity strengthens 
nonformal education, makes formal 
education more relevant, 
especially for rural families and 
urban poor, or strengthens 
nanagement capability of 
institutions enabling the poor to 
participate in development; and 
(ii ) extent to which assistance 
provides advanced education and 
training of people in developing 
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countries in such disciplines as 
are required for planning and 
implementation of public and 
pri~te development activities. 

( 4 )  (106; ISDCA of 1980, Sec. 304) 
for energy, pri~te voluntary 
organization, and selective 
development activities; if so, 
extent to which activity is: (i) 
(a) . ~oncerned with data collection 
and analysis, the training of 
skilled personnel, research on and 
developent of suitable energy 
sources, and pilot projects to 
test new methodseof energy 
production; (b) facilitative of 
geological and geophysical survey 
work to locate potential oil, 
natural gas, and coal reserves and 
to encourage exploration for 
potential oil, natural gas, and 
coal reserves; and (c) cooperative 
program in energy production and 
conservation through research and 
development and use of mall 
scale, decentralized, renewable 
energy sources for rural areas; 

(ii) technical cooperation and 
development, especially with U.S. 
primte and voluntary, or regional 
and international development, 
organizations; 

(iii) research into, and 
evaluation of, economic 
development pmcesses and 
techniques; 

( iv) reconstruction after natural 
or mamade disaster; 

(v) for special development 
problems, and to enable proper 
utilization of earlier U.S. 
infrastructure, etc., assistance; 
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(vi) for program of urban 
developnent, especially mall 
laborintensive enterprises, 
mrketing systems, and financial 
or other institutions to help 
urban poor participate in economic 
and social development. 

c. (107). is appropriate effort 
placed on use of appropriate 
technology? ( relatively smaller, 
cost-saving, labor using 
technologies that are generally 
most appropriate for the small 
farms, small businesses, and small 
incomes of the poor. ) 

d. FAA Sec. 110(a). Will the 
recipient country provide at least 
25% of the costs of the program, 
project, or activity with respect 
to which the assistance is to be 
f'urnished (or has the latter 
cost-sharing requirement been 
waived for a Ifrelatively least 
developedw country)? 

e. FAA Sec. 110(b). Will grant 
capital assistance be disbursed 
for project over more than 3 
years? If so, has justification 
satisfactory to Congress been 
made, and efforts for other 
financing, or is the recipient 
country "relatively least 
developedf1? 

f. FAA Sec. 281(b). Describe 
extent to which program recognizes 
the particular needs, desires, and 
capacities of the people of the 
country; utilizes the country's 
intellectual resources to 
encourage institutional 
development; and supports civil 
education and training in skills 
required for effective 
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participation in governmental 
processes essential to 
self-government. 

g. FAA Sec. L22(b). Does the 
activity give reasonable promise 
of contributing to the development 
of economic resources, or to the 
increase of productive capacities 
and self- sustaining emnomic 
growth? 

2. Development Assistance Project 
Criteria (Loans Only) 

a. FAA Sec. 122(b). Information 
and conclusion on-capacity of the 
country to repay the loan, at a 

A reasonable rate of interest. 

b. FAA Sec. 620(d). If 
assistance is for any productive 
enterprise which will compete with 
U.S. enterprises, is there an 
agrem-ent by the recipient ccuntry 
to prevent export to the U.S. of 
more than 20% of the enterprise's 
annual production during the life 
of the loans? 

Project Criteria Solely for 
Economic Support Fund 

a., FAA Sec. 531(a). Will 
this assistance pmmote 
economic or political 
stability? To the extent 
possible, does it reflect the 
policy directions of FAA 
Section 102? 

b. FAA Sec. 531(c). Will 
assistance under this chapter 
be used for military, or 
paramilitary activities? 

Not Applicable 

a) 'his assistace will result in 
an increase in the quantity and 
quality of potable water to be 
distributed principally to the 
urban poor of Cairo. 
Consequently, it will promote 
economic and political stability, 
at a minim, in Cairo, Egypt's 
largest and most imporbnt city. 

b) No. 
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5C(3 ) - STANDARD ITEM CtfECKLIST 

Listed below a r e  the  s t a t u t o r y  items which normally w i l l  be covered 
r o u t i n e l y  in  those provisions o f  an ass i s t ance  agreement deal ing 
with its implm.entation, o r  covered i n  t h e  agreement by imposing 
limits on c e r t a i n  uses o f  funds. 

These item a r e  arranged under the  general  headings o f  
( A )  Procurement, (B) Construction, and (C) Other Rest r ic t ions .  

1. FAA Sec. 602. Are these  
arrangements t o  permit U.S. 

Procurenent o f  goods and se rv ices  w i l l  
be pursuant t o  es tabl ished A . I . D .  

small-business to p a r t i c i p a t e  ~ e g d a  t ions. 
equi tably  i n  t h e  furnishing 
o f  commodities and services 
financed? - 

2. FAA Sec. 604(a). W i l l a l l  
procurement be from the  U.S. 
except as otherwise 
deternined by t h e  President  
o r  under delegation f r o m  him? 

3. FAASec. 604(d). If the  
cooperat inu  country 
d iscr iminates  against U.S. 
m i n e  insurance companies, 
w i l l  commodities be insured 
i n  t h e  United S t a t e s  aga ins t  
marine r i s k  with a company o r  
companies authorized t o  do 
marine insurance business in  
the  U.S.? 

4. FAA Sec. 604(e) ; ISDCA of  
1980 Sec. 705(a). If 
offshore procurement o f  
a g r i c u l t u r a l  comnodi t y  o r  
product is t o  be financed, is 
there  provision aga ins t  such 
procurement when the  domestic 
pr ice  o f  such ccmodi ty  is 
less than par i ty?  (Exception 
where commodity financed 
could not  reasonably be 
procured i n  the  U.S.) 

Yes 

Yes 

There will be no such procurement. 
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5. FAA Sec. 603. Is the 
shipping excluded from 
compliance with requirement 
in section 901(b) of the 
Merchant Marine Act of 1976, 
as amended, that at least 50 
per centum of the gross 
tonnage of comdities 
(computed separately for dry 
bulk carriers, dry cargo 
liners, and tankers ) financed 
shall be transported on 
privately owned US.-flag 
connnercial vessels to the 
extent that such vessels are 
available at fair and 
reasonable rates? 

6. FAA Sec . 621. If technical 
assistance is financed, to 
the fullest extent 
practicable will such 
assistance, goods and 
professional and other 
services be furnished from 
private enterprise on a 
contract basis? If the 
facilities of other Federal 
agencies will be utilized, 
are they particularly 
suitable, not competitive 
with private enterprise, and 
made available without undue 
interference with domestic 
programs? 

International Air Transport. 
Fair Competitive Practices 
Act, 1974. If air 
transportation of persons or 
property is financed on grant 
basis, will provision be made 
t.%t U.S. carriers will be 
utilized to the extent such 
service is available? 

Technical assistance, to the greatest 
extent practical, will be from privat 
enterprise on a contract basis. 

Yes 

BESTAVAILABLE COPY 
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8. Continuing Resolution 
Set. 505. If the U.S. 
Government is a party t o  
a contract for  
procurement, does the  
contract contain a 
provision authorizing 
termination of such 
contract  for  the  
convenience of the  
United States?  

B. CONSTRUCTION 

1. FAA Sec. 601(d). If 
capi ta l  (e.g., 
construct ion ) .project , 1 

are engineering and 
professional services of 
U.S. firms and t h e i r  
a f f i l i a t e s  t o  be used t o  
the  maximum extent 
consistent with the 
national in te res t?  

2. FAA Sec. 611(c). If 
contracts for  
construction are t o  be 
financed, w i l l  they be 
l e t  on a competitive 
basis t o  maximum extent 
practicable? 

3. . FAA Sec. 620(k). If fo r  
construct ion of 

No d i r ec t  contracts are 
contemplated. Rowever, host 
country contracts w i l l  provide 
fo r  termination a t  the 
convenience of the contracting 
agency. 

Yes 

Yes 

Not Applicable 

productive enterpr ise ,  
w i l l  aggregate value o f  
assistance t o  be 
h i s h e d  by the U.S. 
not exceed $100 million? 
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C. Other Restrictions 

1. FAASec. l22(b). If 
developnent loan, is interest 
rate at least 2% per annum 
during grace period and at 
least 3% per mum thereafter? 

2. FAA Sec. 301(d). If fund is 
established solely by U.S. 
contributions and 
administered by an 
international organization, 
does Comptroller General have 
audit rights? 

3. FAA Sec. 620(h). Do 
arrangements exist to insure 
that United States foreign 
aid is not used in a manner 
which, contrary to the best 
interests of the United 
States, promotes or assists 
the foreign aid p m  jects or 
activities of the 
Commnis t-bloc countries? 

4. Will arrangements preclude 
use of financing: 

a. FAA Sec. 104(f). To pay 
for performance of abortions 
as a method of family 
planning or to, motivate or 
coerce persons to practice 
abortions; to pay for 
perfomce of involuntary 
sterilization as a method of 
family planning, or to coerce 
or provide financial 
incentive to any person to 
undergo sterilization? 

Not Applicable 

Not Applicable 

The Agreement will so stipulate. 

Yes 
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b. FAA Sec. 620(g). To 
compensate owners fo r  
expropriated nationalized 
property? 

c. FAA See. 6?6( i ) .  Is 
financing not permitted t o  be 

Yes 

Yes 

used, without waiver, fo r  
purchase, sale, longtern 
l ~ a s e ,  exchange o r  guaranty 
of motor vehicles 
manufactured outside of U.S .? 

d. FAA Sec. 660. To provide Yes 
t ra ining o r  'advice or  provide 
any f inancial  support fo r  
police, prisons, o r  other law 
enforcement forces, except 
for narcotics programs? 

e. FAA Sec. 662. For CI A Yes 
ac t iv i tes?  

f .  Continuing Resolution Yes 
Sec. 504. To pay pensions, 
e t c  . for  mil i tary personnel? 

g. Continuing Resolution 
Sec. 506. To pay U.N. 
assessments. 

Yes 

209(d)  (Transfer of FAA h d s  
to mult i la teral  organizations 
fo r  lending.) 

i. Continuing Resolution 
Sec. 509. To finance the 
expo-f nuclear ecuiment 

Yes 

Yes 

fue l ,  o r  technology 'or' t o  
t r a in  foreign .na t io~a ls  i n  
nuclear f ie lds?  



j. Continuing Resolution 
Sec. 510. To assists the 
efforts of the mvernme~t of - 
such country to repress the 
legitimate rights of the 
population of such country 
contrary to the Universal 
Declaraticn of Hurnan Rights? 

k. Continuing Resolution 
Sec. 516. To be used for 
publicity or propaganda 
purposes within U.S. not 
authorized by Congress? 

Yes 
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Yes 
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S U B J B T :  Addi t iona l  Funding f o r  t h e  &air0 Water P r o j e c t  

Problem: The p r e s e n t l y  approved funding f o r  t h e  Cairo  Water 
p r o j e c t  i s  s i g n i f i c a n t l y  s h o r t  o f  demonstra ted need. Because 
USAID Cairo needs your agreement a t  t h i s  t ime . t o  proceed w i t h  
n e g o t i a t i o n s  wi th  t h e  p r o j e c t  c o n t r a c t o r ,  you a r e  asked here t o  
c o n s i d e r  t h e  a d d i t i o n  of s u b s t a n t i a l l y  more funds t o  t h e  
p r o j e c t  t o  f i n a n c e  l a r g e  c o s t  i n c r e a s e s  c r e a t e d  by enlargement 
of t h e  p r o j e c t  and adopt ion  of an implementation method 
designed t o  s h o r t e n  c o n s t r u c t i o n  t ime and improve i t s  q u a l i t y .  

Back round: Th i s  p r o j e c t  was au tho r i zed  i n  1977 f o r  $30 + H i  Lon and was designed i n  two p a r t s ,  one t o  upgrade t h e  Cai ro  
Water t rea tment  p l a n t  a t  Rod E l  Pa rag -  
q u a n t i t i e s  of p o t a b l e  water t o  i t s  c i t  
and,  two, t o  provide  p ipe ,  va lves  and 
s e r v i c e s  t o  i n s t a l l  metered house conn 
t o  des igna ted  low-income neighborhoods 

t o  d e l  ive;-larger 
i z e n r y  ($2 0 M i l l i o n  1; 
o t h e r -  equipment and * 

e c t i o n s  f o r  p o t a b l e  wa 
($10 Mi l l i on ) .  The 

t e r  

project-was designed s p e c i f i c a l l y  t o  meet t h e  need, a s  
perceived by t h e  Enbassy and USXID, t o  move modestly but 
q u a l i t a t i v e l y  t o  address  h igh  p r i o r i t y  urban requirements  f o r  
po tab le  water. (See: High P r i o r i t y  P r o j e c t s  i n  Egypt, 
1977-78 1. ' 

A s  engineer ing  work progressed on t h e  water t rea tment  f a c i l i t y  
i t  became apparent  t h a t  i t  was s e r i o u s l y  under-designed acd a 
s i g n i f i c a n t l y  l a r g e r  ou tput  of p o t a b l e  water  was e s s e n t i a l  t o  a 
l a r g e  p a r t  of t h e  c i t y  of Cairo .  As des ign  proceeded on t h e  
household connect ion e f f o r t ,  i t  became apparent  t h a t  l o c a l  
decision-making had become s o  impacted i n  t h e  community and . 
c i t y  counc i l s  t h a t  t h i s  ' p o r t i o n  of t h e  p r o j e c t  should be 
sepa ra t ed  from t h e  Cairo Water P r o j e c t  and i t s  r e sources  
t r a n s f e r r e d  t o  t h e  t rea tment  p l a n t  p o r t i o n  of t h e  o r i g i n a l  
p r o j e c t  . 
The USXID concluded t h a t  t h e  Cairo  t rea tment  p l a n t  f a c i l i t y  
would have t o  be t o t a l l y . r e h a b i l i t a t e d  and s u b s t a n t i a l  new 
c a p a c i t y  added i f  t h e  c u r r e n t  and f u t u r e  needs of t h e  area 
served were t o  be met. The c a r e f u l l y  prepared engineer ing  
s tudy t h a t  produced t h a t  conc lus ion  was repea ted  i n  some d e t a i l  
i n  t h e  Pro jecz Paper t h a t  was reviewed and approved by t h e  Near 
East Advisory Committee i n  August of 1981. Included i n  t h a t  
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Project Paper, and the Bureau approval, was the redesign of the 
construction concept of the project to take construction 
responsibility away from the Egyptians and hire a U.S. 
construction firm to take full responsibility for construction 
and equipping of the water treatment plant. In September, you 
signed the Project Amendment Authorization which added $31 
Million in foreign exchange for the above purposes. 

Present Status: With the amended project approved, USAID 
turned to the issuance of an IFB to previously prequalified 
U.S. construction f inns. Two companies ( joini Gentures ) 
responded to the IFB. Upon opening those bids, USAID found 
costs greatly in excess of those predicted by the Engineer and * 

substantially greater than funds then available. The most 
serious gap occurred in the foreign exchange component which 
was the A.1 . D. commitment . 

Bidding Recap 

Total (5qu iv )  

Engineer's Estimate $ 49,651,000 34,715,900 $ 90,000,000 
Howard-Jones 97,185,000 15,056,250 114,700,000 
Fishback-Moore 100,706,100 40,764,920 148,000,000 

With these very large excesses in mind, USXID Director Brown 
net with ne and Bureau staff in February and was told that 
costs of this magnitude were unacceptable to the Bureau and 
that the contractor either had to reduce his costs or 
substantial amounts of the FX costs would have to be 
transferred to the Egyptian Government. Director Brown has now 
forwarded by cable an amended proposal based on negotiations 
with the lowest bidder (Howard-Jones Co.) in Egypt and urges 
approval on a new reduced cost in foreign exchange. That 
prcposal, to be discussed in detail later, is: 

Total (Equiv) 

Original Howard-Jones $97,185,000 15,056,250 $114,700,000 
Revised Howard-Jones 75,000,000 34,000,000 115,000,000 ' 

USAID,  in presenting this new proposal states that they believe 
that further reductions can be made after a letter of intent is 
issued by A.I.D. since only then can the contractor undertake 
negotiations with subcontractors. They estiaate savings to be 
in the range of $ 2 - 5  Nillion equivalent. 
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Anal sis: Providing potable water to Cairo citizens remains a 
priority. The issues are total project costs and the + 

A.I.D. financed dollar portion. 

Also assumed for the purposes of this memorandum, is that as 
part of this project the Government of Egypt will (a) 
demonstrate significant progress in the repair of leakage in 
the water distribution system served by this project; (b) 
demonstrate similar progress in solution of severe wastage; (c) 
make significant progress in the implementation of a cost 
recovery program by establishment of a rate structure for 
charging classes of water users. Although noted here, specific 
action on these Important matters will be dealt with in the 
amended project paper that this Action Memorandum will initiate. 

Issue 81: Is an increase in the dollar cost of the project 
%ram Million to $90 Million unacceptably high? 

It is the Bureau's position that, given the importance of 
potable water to Cairo and to the Agency's stated priorities, a 
significant increase in the total costs of this project is 
acceptable. The importance of our mandate in potable water 
goals suggests that conclusion. The more specific questions 
are : 

Issue d ? :  IS the foreign exchange cost increase a fair one? 

Ne conclude it is fair. The competition on the bid was between 
two large joint ventures of experienced overseas companies and 
the' IZB was well drawn. On the dollar portion of the bid, the 
txo companies were within 3 9  of each other, indicating a 
similar evaluation of costs in a difficult pricing 
environment. There was a large disparity on the pound side, 
but we believe that should not effect the conclusion that 
indications of vigorous competition are clear. The general 
concepts of competitive bidding in U.S. financed procurement 
lead us to conclude that the dollar price is fair. However, we 
believe it important to pursue cost questions further before 
fiaally approving a contract. We will recommend at the end of 
this memorandum that you give conditional approval to increased 
funding for this pro ject; subject to the NE Bureau's retention 
of a construction contract cost specialist to carefully review 
the ~roject engineering and the low bid to identify cost 
reduction potential from review of design alternatives or 
construction alternatives. 
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-4 t h i r d  o p t i o n  would inc lude  a l l  of t h e  c o s t  a d d i t i o n s  of 
Option #2 but would i n c r e a s e  t h e  l i n e  i tem f o r  Management 
s e r v i c e s  t o  $2 . S  Mil l ion  and Spare P a r t s  t o  $1.5 M i l l i o n  f o r  a  
new t o t a l  of $30.4 of a d d i t i o n a l  funds and a  new p r o j e c t  t o t a l  
of $87.5 Mi l l ion .  S ince  USAID has concluded t h a t  t h e  Cairo 
Water Author i ty  i s  badly i n  need of Management Tra in ing  and of  
spa re  p a r t s  f o r  o p e r a t i o n  of t h e  improved system, we b e l i e v e  
t h a t  f u l l y  funding t h e s e  c r i t i c a l  elements i s  an important  p a r t  
of long range a s s i s t a n c e  t o  t h e  Water Author i ty .  

The Bureau recommends a  p r o j e c t  i n c r e a s e  of $30.4  M i l l i o n ,  as 
presented  i n  Option 3 ,  t o  provide an e f f e c t i v e  combination of 
equipment and c o n s t r u c t i o n  s e r v i c e s  f o r  t h e  Water Author i ty  a s  
wel l  a s  an a p p r o p r i a t e  upgrading of t h e  Au thor i ty ' s  c a p a c i t y  t o  
manage t h e  new f a c i l i t i e s .  

The Government of Egypt would assume f u l l  r e s p o n s i b i l i t y  f o r  
a d d i t i o n a l  f o r e i g n  exchange, i f  r equ i red .  

I ssue  % 4 .  Are t h e r e  any f a c t o r s  sugges t ing  a  d i f f e r e n t  r e s u l t ?  

There a r e  a  number of f a c t o r s  which c a r r y  a  degree of risk i n  
the  a d d i t i o n  of funds t o  t h i s  p r o j e c t .  

F i r s t ,  i t  can be  argued t h a t  $18 H i l l i o n  is  an unreasonably 
h igh  p r i c e  t o  pay f o r  the  use of a  U.S. c o n s t r u c t i o n  

f c o n t r a c t o r .  The Bureau has concluded t h a t  b r ing ing  U.S. 
c o n t r a c t o r  d i s c i p l i n e ,  schedul ing ,  equipment and m a t e r i a l s  t o  
t h i s  d i f f i c u l t  p r o j e c t ,  though c l e a r l y  expensive,  is  a 
s i g n i f i c a n t  and c o s t - e f f e c t i v e  a d d i t i o n  t o  p r o j e c t  funding.  
The presence of t h e  U.S. c o n t r a c t o r  should both s h o r t e n  
c o n s t r u c t i o n  t ime and improve t h e  ope ra t ing  q u a l i t y  of t h e  
completed f a c i l i t y .  Therefore  we f e e l  i t  i s  a  cost e f f e c t i v e  
approach. 

Second, it can be araued t h a t  the  GOE should be r equ i red  t o  
s h a r e  i n  t h e  f o r e i g n  exchange c o s t  i n c r e a s e .  The Bureau i s  n o t  
convinced t h a t  t h i s  i s '  an a p p r o p r i a t e  p o s i t i o n  given t h e  p o l i c y  
uniformly app l i ed  ac ross  our c a p i t a l  a s s i s t a n c e  program, t o  
provide a l l  of t h e  reasonable  f o r e i g n  exchange c o s t s .  This  
i o s t  i n c r e a s e ,  though l a r g e ,  i s  not -unreasonable  given t h e  
s i t u a t i o n .  
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Recommendation: The Near East Bureau recommends t h a t  you g i v e  
app rova l  t o  USAID/Cairo t o  ( 1 )  i s s u e  a  l e t t e r  of  i n t e n t  t o  
Howard-Jones t o  a l l o w  n e g o t i a t i o n s  t o  p roceed ,  and (2 ) t o  
proceed w i t h  t h e  p r e p a r a t i o n  of  a  P r o j e c t  Paper Amendment t o  
i n c r e a s e  p r o j e c t  funding of t h e  Ca i ro  Water P r o j e c t  by $30.4 
M i l l i o n ;  s u b j e c t  t o  t h e  r e t e n t i o n  of  a  c o n s t r u c t i o n  c o s t  
s p e c i a l i s t  t o  a n a l y z e  a l l  p r o j e c t  c o s t s  a s s o c i a t e d  w i t h  . t h e  
c o n s t r u c t i o n  c o n t r a c t  and propose  s a v i n g s  i n  t h e  c o n t r a c t  
c o n t e n t  and amount. 

Although t h i s  a c t i o n  i s  n o t  a  f o r n a l  p r o j e c t  app rova l  i t  i s  
approva l  of t h e  b a s i c  c o n t e n t  of  t h e  amended p r o j e c t  and t h e  \ 

c o s t s  o f  t h a t  amendment. 

t 

Approved: /'.- Date ./...... - .. - I . - 

Disapproved : Date 

Clearances : 
AA/PPC:JRBol ton 

Drafted 



Rod E l  Farag Water Treatment P lant  
C o s t  E s t i m a t e  Notes 

1) The d o l l a r  cost o f  the  executed con t rac t s  ?or t h e  
transmission main (pipe and va lves ) ,  the  e l i g l o l e  banking charges of  
the  AID Letter o f  Conmitmnt banks, and t h e  po ten t i a l  increases i n  
con t rac t  c o s t s  due e sca la t ion  i n  U.S. f l a g  f r e i g h t  bunker and 
congestion suretiirges a r e  expected t o  equal  t o  t h e  consu l t an t ' s  
o r i g i r ~ l  est imate,  and therefore  t h i s  d o l l a r  f i m r e  remains t h e  sane 
a s  i n  the  earlier budget. Tne estimated LE c o s t  o f  t he  transmission 
main construct ion has been increased based on t h e  s o l e  Egyptian 
cont rac tor ' s  bid pr ice .  GCCCWS e.upects t o  rebid t h i s  procurement 
s h o r t l y  and expects t he  f i n a l  ccn t r ac t  axount t o  be approximately 
1.1 mil l ion  Egyptian pounds. 

2 
treatment 
adminis t r a  

) A l l  c o s t s  (both $ and LE) --lated t o  the  pumping and 
f a c i l i t i e s  and t h e  d o l l a r  c o s t s  of equipment f o r  t9e 

t i o n  bui lding represent  t he  readjusted d o l l a r  and LE 
figures i n  the low bid o f  the  U.S. construct ion cont rac tor  f o r  these  
f a c i l i t i e s  and, therefore,  can be considered f i m  maximum figures a t  
t h i s  time. 

3) The LE cos t  estimate of  cons t ruc t inp  the  adminis t ra t ion  
bui ld ing  is based on the  b ids  received r ecen t ly  from l o c a l  
contractors .  The cost of  t h i s  cons t ruc t ion  is expected t o  about LE 
830,000. 

4 )  The cos t  o f  engineering se rv ices  represent  a c t u a l  
negotiated amounts f o r  ES-Parsons and Egyptian Consultants Group 
construct ion supervisory serv ices .  

5 )  The management consul tan t  s e rv ices  con t rac t  b u d p t  l i n e  
item is included t o  provide ftmding t o  assist the  COE i n  meeting t h e  
covenant relating to trainine GCCCUS staff and providing a plan for 
Lnpmving GOGCWS organization and management. The use of U.S. 
management consul tant  s e rv ices  was not  included i n  the  budget o f  t h e  
pmvious Project Paper Amendment. 

6) me pmvious ProJect  Paper Amendment budget d id  not  
include a n  amount f o r  spare  parts f o r  t h e  treatment f a c i l i t y .  
However, the bid documents required t h e  con t rac to r s t  estimates o f  
spare  p a r t s  f o r  24 mnths .  mis budget l i n e  item is based on t h e  
p r i ces  quoted f o r  spare p a r t s  by t h e  low bidder and is sub jec t  t o  
fu r the r  review f o r  completeness and reasonableness o f  pr ice.  
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